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Stability and Time are insep- 

T Ly F arable. The 180 year record of 
mutual fire insurance; it’s 
surmounting of other diffi- 
cult years--is the best guaran- 
tee of steady and consistent 


performance in 1933. 


ILL MUTUALS 


THE MILL MUTUALS ARE 
GENERAL FIRE INSURANCE CARRIERS 
























































Western Millers Mutual Fire Insurance Co... . Kansas City, Mo. 
Ohio Millers Mutual Insurance Co........... Van Wert, Ohio 
Michigan Millers Mutual Fire Insurance Co... . . Lansing, Mich. 
Mill Owners Mutual Fire Insurance Co..... . Des Moines, Iowa 
Millers Mutual Fire Insurance Co............ Harrisburg, Pa. 
Millers Mutual Fire Insurance Co......... Fort Worth, Texas 
Pennsylvania Millers Mutual Fire Ins. Co... . Wilkes-Barre, Pa. 
Millers Mutual Fire Insurance Association......... Alton, IIl. 


& Grain Dealers National Mutual Fire Ins. Co. . . Indianapolis, Ind. 
Millers National Insurance Co................. Chicago, Ill. 


MUTUAL FIRE PREVENTION BUREAU 
230 East Ohio St. 23 Chicago, III. 


A service organization maintained by the 


Mill Mutuals 
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1912 — 1932 


AS OF DECEMBER 31, 1932 


. . » The Michigan Mutual Liability Co. had on its 


books the largest number of 


WORKMEN’S COMPENSATION AND 
GENERAL PUBLIC LIABILITY 


accounts ever carried in its twenty years of business—thus appro- 


priately celebrating its 


TWENTIETH ANNIVERSARY 


Assets in Excess of $4,000,000.00 
Dividends to Policyholders $4,000,000.00 


NON-ASSESSABLE DIVIDEND PAYING 


SESEEELE SESE 


MICHIGAN MUTUAL 
LIABILITY “7 COMPANY 


“al, 
BA Nie 








Non-Assessa ble re) “252 Dividends 
and nd “3 Eg emer caeeeed More Than 
Dividend Paying — President $4,000,000.00 
District Offices (General Service) Branch Offices (Automobile Only) 
Grand Rapids Lansing Flint Port Huron Ionia 
Saginaw Kalamazoo Mt. Clemens Benton Harbor Pontiac 
Jackson Marquette Battle Creek Alpena Owosso 


Toledo, Ohio Fort Wayne, Ind. 
Home Offices—1209 Washington Boulevard at State Street—Detroit—Cherry 4800 
Industrial Hospital—2730 E. Jefferson Ave.—Detroit 
Workmen’s Compensation, Automobile, Group Health and Accident and 
Other Casualty Lines 
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To Be Sure that You are Insured, Insure 
with the Associated Lumber Mutuals 


CENTRAL MANUFACTURERS’ MUTUAL INSURANCE CO. 
OF VAN WERT 


INDIANA LUMBERMEN’S MUTUAL INSURANCE COMPANY 
OF INDIANAPOLIS 


LUMBER MUTUAL FIRE INSURANCE COMPANY 
OF BOSTON 


LUMBERMEN’S MUTUAL INSURANCE COMPANY 
OF MANSFIELD 


NORTHWESTERN MUTUAL FIRE ASSOCIATION 
OF SEATTLE 


PENNSYLVANIA LUMBERMEN’S MUTUAL FIRE INSURANCE CO. 
OF PHILADELPHIA 


% MB M 
Offices From the Atlantic to the Pacific 


= Gale & Stone, Boston Justin Peters, Philadelphia “ 
Interstate Mutual Insurance Agency Co., Mansfield, Pittsburgh. 
Lumbermens & Manufacturers Mutuals Inc. 
James S. Kemper, Mgr. 

Chicago, Milwaukee, Minneapolis, Omaha. 

Lumber Insurance Agency, Indianapolis. 
The Martin General Agency, Seattle, Denver, San Francisco, 
=, Los Angeles, Vancouver, Portland, Spokane. - 
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HON. GEMILL B. SENFF 


Insurance Commissioner of Kentucky 


OnE of the latest recruits to the ranks of the Commissioners of the nation is this South- 
ern gentleman whose record in journalistic circles and in official life promises well for the 
administration of insurance affairs in Kentucky. 
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About the Insurance World 


Brief Review of What Is In the Magazines and In the Mail 
Which Comes to the Editor’s Desk 


Idealism and WILLIAM S. 
the Agent CRAWFORD, | In- 

surance Editor of 
the Journal of Commerce, is the 
author of a volume on “The Back- 
ground of Fire Insurance” (pub- 
lished by the National Underwriters 
Co.) which while it refers principally 
to the problems of stock companies, 
contains much that will be of lively 
interest to those engaged in mutual 
enterprises. 

A particularly emphatic paragraph 
is the one summing up the chapter on 
the American agency system in which 
he has this to say: 


“If such an expense cannot be justified 
* * * eventually statutory limitations of 
commissions in the interest of the insuring 
public may be looked for. This expense 
cannot be justified if it is incurred merely 
for ‘getting the business.’ It can be justi- 
fied as compensation for getting the busi- 
ness, rejecting that which is unfit, inspect- 
ing the risks to see that they remain fit, 
giving the assured the best service possible 
and observing promptly the rules or in- 
structions of the companies as regards col- 
lection of premiums, reducing or canceling 
policies and the like. The future of the 
American agency system depends largely 
upon whether its advocates and defenders 
will earn what they receive by serving 
faithfully their companies and _ their 
assured.” 


All of which sounds very much like 
the code which has always been in 
effect among mutual companies 
whether of the agency or direct writ- 
ing type. 

As to agency qualification laws, 
Mr. Crawford has the following 
ideas : 

“Tf a sufficient reduction in the number 
of agents can be effected by natural means, 
simply because companies can make more 
profit out of a smaller number of better 


agents, the need of agents’ qualification 
laws will grow less. Meanwhile the agents 
who greatly desire such laws might profit- 
ably study the best forms for bills. These 
agents suffer less from the competition of 
small agents who are in the insurance busi- 
ness legitimately than they do from those 
who treat it as a sort of graft, who regard 
their income from it as a small pick-up on 
the side, who care not whether the condi- 
tions in it are good or bad and who do 
not hesitate to prostitute it if by so doing 
they can get another house to rent, an- 
other piece of real estate to sell or another 
customer for their regular business. Un- 
fortunately, the unfit in the agency ranks 
are not always those who cannot pass an 
examination, and laws will fail to keep 
many of these people out.” 


City Liable for 


THE city of Ber- 
Slippery Street 


lin, Germany, may 
be forced to repave 
70,000,000 square feet, or nearly all 
of its streets, with a new kind of 
non-skidding asphalt as a result of a 
suit brought against the municipality 
by an attorney whose automobile 
skidded on the wet pavement several 
months ago and crashed against an- 
other car. The court held the city 
was responsible for the accident be- 
cause the streets are paved with an 
asphalt that is as slippery as ice when 
it is wet. 


French Liner 


Insured Here 


THE destruction of 
the French liner 
“L’Atlantique” by 
fire in the English Channel will prove 
costly to American underwriters, 
since it is expected that between 
$900,000 and $1,000,000 of hull cov- 
erage on the ship will be shown to 
have been placed in the New York 
marine market. Much of it was writ- 


ten for the company through the re- 
cently formed Foreign Hull Division 
of the American Marine Insurance 
Syndicate. The syndicates have close 
to $500,000 insurance on this vessel 
and it is believed that more than 
$400,000 additional is placed direct 
with the underwriters or written here 
as reinsurance from abroad. 


Underwriters are badly worried by 
the numerous costly fires on luxury 
liners. It is certain that in the future 
such fire risks will be regarded as 
more dangerous than heretofore and 
ships will be classified and rated on 
their ability to withstand fire and 
marine hazards. 


The Automobile THERE are still 
in Statistics more than 20,000,- 
000 passenger 

cars in operation in the United States, 
or about one to every six persons and 
the record of 1932 car registration 
shows a drop of only 6.1% from 
1931. The number of cars registered 
in 1932 was 20,929,091. This small 
decline in registration is remarkable 
in view of the fact that there has been 
a drastic curtailment of automobile 
buying since 1929. In that year the 
total production of passenger vehicles 
and trucks in the United States and 
Canada was 5,622,000. In 1930 it has 
shrunk to 3,510,000, in 1931 to 2,472,- 
000 and in 1932 to 1,430,000. It is 
estimated that an annual production 
of around 3,000,000 cars a year is 
needed to maintain the present total 
of about 21,000,000 cars in use. On 
this basis there is an accumulated re- 
placement market building up which 
should give the motorcar manufac- 
turers a banner year as soon as the 
purchasing power of the public makes 
it possible for new cars to be bought. 
It is estimated that automobile 
fatalities decreased 13% in the United 
States in 1932. Approximately 29,- 
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000 persons met death during 1932 in 
accidents involving motor cars. This 
was about 4,000 fewer than were 
killed in the same manner in the pre- 
ceding year. Total traffic deaths was 
the lowest last year of any twelve- 
month period since 1928, when 27,- 
996 persons were killed. The Na- 
tional Safety Council, which made the 
survey, attributed the decrease to less 
traffic. 


Union Indemnity THE Union In- 
in Receivership demnity Company 
of New Orleans, 
one of the largest stock casualty com- 
panies in the country and the largest 
in the South, was placed in receiver- 
ship on January 6th by order of the 
Civil District Court at New Orleans. 
Involved with it in the receivership 
were the LaSalle Fire Insurance 
Company, the Union Title Guaranty 
Company and the Insurance Securi- 
ties Company, the latter being the 
holding company for the group. 


W. Irving Moss, president of all 
four companies, accepted the re- 
ceiverships without objection and is- 
sued a statement that liquidation of 
the companies’ assets will be made 
possible through a loan recently ob- 
tained from the Reconstruction Fi- 
nance Corporation. As a_ holding 
company for the group of fire and 
casualty companies the Insurance Se- 
curities Company had phenomenal 
growth in the five years between 1925 
and 1930. Premium income jumped 
124% in the years from 1927 to 1929 
inclusive, amounting to $23,000,000 
at the end of 1929. 


JARVIS WOOL- 
VERTON MaA- 
SON has recently 
conducted a sur- 
vey for the London Assurance Com- 
pany to secure accurate data on 
agency operation and agents’ reac- 
tion. The basis of the survey is a 
thousand replies to questionnaires ad- 
dressed to agents in thirty-three 
states. To the first question, on 
which form of competition seriously 
affects fire and automobile business, 
the answer was predominately “mu- 
tual,” with the ratio 75% on fire and 
63% on automobile. Following mu- 
tuals as competitors for fire business 
were reciprocals of 21% and branch 
offices with 10%. 


Mutual Compe- 
tition Felt by 
Agents 


May Strike for A GENERAL 
Short Work Week strike by mem- 

bers of the 
American Federation of Labor to 
compel industry to adopt the five day 
week and a six hour day is not en- 
tirely impossible, according to a state- 
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ment made by William Green, presi- 
dent of the Federation, while testify- 
ing before a sub-committee of the 
Senate Judiciary Committee. 


“We shrink from such a step, especially 
at a time of wide-spread unemployment but 
the situation is intolerable and something 
must be done,” Mr. Green told the sub- 
committee which has before it a bill to 
require adoption of the 30-hour week. 

“Only economic or legislative force will 
bring about the shorter working sched- 
ule,” Mr. Green said. “Believing that with- 
out the 30-hour week the present condi- 
tions cannot be solved, the Federation is 
prepared to fight for its adoption by call- 
ing strikes unless some law similar to the 
present bill is passed,” he declared. 

“Some doubt is cast on the constitu- 
tionality of the present bill because of the 
decision of the Supreme Court in the Child 
Labor Case” Mr. Green admitted, “but we 
are hopeful that changes in the personnel 
of the court will bring a new decision.” 

Estimating the number of totally and 
partially unemployed workers as 22 to 23 
million, Mr. Green said further that the 
adoption of the 30-hour week would make 
6,500,000 jobs in the government service 
and in industry, exclusive of agriculture, 
if the plan universally were put into effect. 
In the manufacturing industries alone there 
would be 1,800,000 new jobs. 


New Fire Rates NEW fire insur- 
in Spokane ance rates went in- 

to effect in Spokane 
December 30th following completion 
of the city’s re-rating by the Wash- 
ington Surveying and Rating Bureau 
and the issuance of new books of 
advisory rates. The new rates were 
explained by Mr. J. K. Woolley, the 
manager of the rating bureau as 
follows: 


“At the receipt of new books of ad- 
visory rates in Spokane you will observe 
that increased rates as well as decreased 
rates have been established. This is due 
to the following reasons: 

1. The new rates are made on the basis 
of assigning charges to actual fire hazards 
in a manner which is consistent with a fair 
and equitable distribution,of insurance cost. 

2. Changes in occupancy, exposure and 
protection which a general rating brings 
to light necessarily have been considered 
and frequently such changes do not repre- 
sent improved conditions. 

3. Buildings of fire resistive construc- 
tion (A and A-B class) designed and con- 
structed for the purpose of receiving all 
advantages which they normally are en- 
titled to, lose their identity when they ad- 
join and communicate with buildings of 
inferior type. This condition exists in a 
number of cases and we recommend the 
installation of approved automatic fire 
door protection for all communications. 

In many instances a charge has been 
made, reflecting unsafe conditions which 
reasonably good care and maintenance 
would prevent. 

5. You will recall that the term rule 
was changed on September 22nd and that 
the multiple of three years’ insurance for 
two and a half times the annual rate was 
made effective. This change is in harmony 
with the standard practice in the majority 
of jurisdictions in this country. The pre- 
vious term multiple of three years’ insur- 
ance for two annual premiums has been 


subjected to serious criticism by reason of 
the fact that it depressed rates entirely out 
of proportion to the advantages received. 

“Except for certain classes of business 
all public rates are based on the inclusion 
of 80% average clause in the policy form 
and recognition of the principle that equal 
distribution of insurance costs and meas- 
urement of fire hazard can only be accom- 
plished on the basis of a uniform percent- 
age of insurance to value.” 


What Stock ONE of the in- 
Company Can surance journals 
Match This? comments upon 


the fact that the 
Philadelphia Contributionship for 
the Insurance of Houses from Loss 
by Fire could if it desires, celebrate 
the beginning of its one hundred and 
eighty-second year of business on 
March 25th next. This mutual com- 
pany confines its operations to per- 
petual fire insurance in the state of 
Pennsylvania, and issues non-assess- 
able policies only. Its annual state- 
ment as of December 3lst, 1931 
showed that since its organization 
premiums received amounted to $1,- 
434,000 ; losses paid, $1,311,000; and 
dividends paid to policyholders, $1,- 
581,000. In other words, the com- 
pany paid its policyholders almost 
$150,000 for the privilege of paying 
their losses, amounting to over $1,- 
300,000. This record indicates the 
soundness of the mutual principle in 
the hands of good management. 


Y.M.C. A. THE Young men's 
Now Covered Christian Associa- 
By Mutuals tion of the City of 

New York has can- 
celed its line of insurance in stock 
companies and placed the business 
with a group of New England mu- 
tuals as of January Ist. All of the 
line was placed through the brokerage 
firm of John A. Eckert & Company 
and the existing coverage was can- 
celed at short rates. 


Lexington Surety SUPREME 
to Be Liquidated Court Justice 

Richard Lydon 
granted the petition of Superintend- 
ent of Insurance George S. Van 
Schaick to take over the Lexington 
Surety and Indemnity Company for 
liquidation. Special Deputy Super- 
intendent Richard A. Brennan, in 
charge of liquidations, immediately 
took possession of the company and 
all its property. 


Superintendent Van Schaick alleged 
that an examination as of August 31, 
1932, showed the company’s assets to 
be $426,802 and liabilities, not in- 
cluding capital, to be $461,146, the 
liabilities thus exceeding the assets by 
$34,343 on the basis of convention 
valuation. In addition the Superin- 


bet 





tendent alleged the company’s capital 
of $250,000 had been wiped out and 
that it was insolvent. 

The company was licensed on De- 
cember 26, 1929, under the name of 
the Grand Central Surety Company 
but it adopted its present name in 
1931. It has written only fidelity and 
surety bonds and was entered in 
Arizona, District of Columbia, Flor- 
ida, Illinois, Indiana, Kansas, Mary- 
land, Massachusetts, Michigan, Mis- 
souri, New Jersey, New York, Ohio, 
Rhode Island, Pennsylvania, and 
Tennessee. 


Libel Conviction THE libel suit 
for Canadian brought in the 
Publisher Canadian courts 

by the Sun Life 
Insurance Company and Mr. T. B. 
Macaulay, its president, against J. J. 
Harpell has been concluded with the 
conviction of Mr. Harpell and his 
sentence to three months in jail. 
Harpell had accused Macaulay and 
the Sun of questionable and dishonor- 
able practices but was unable to 
prove his charges in court. The Sun 
is the largest Canadian Life company 
and the case attracted great attention. 


Improve Argus WE have been ad- 
Casualty Chart vised by the Na- 

tional Underwriter 
Company that the setup of the mutual 
casualty companies will be changed 
to show earned premiums as well as 
net premiums written, and losses and 
claim expenses incurred as well as 
losses and claim expenses paid. They 
will also show the ratio of losses and 
claim expenses incurred to earned 
premiums, and expenses paid to writ- 
ten premiums. This will mean that 
the mutual companies will be shown 
on the same basis as the stock com- 
panies and valid comparisons between 
their operating results and those of 
their competitors can therefore be 
made. 


New Bureau to A CENTRAL in- 
Check Claims dex Bureau cover- 

ing the states of 
New York, New Jersey and Connecti- 
cut has been organized and will begin 
to function after January 1, 1933, in 
furtherance of the attempt being 
made by insurance companies to pro- 
tect themselves against unjust and 
fraudulent claims. This will be the 
third index bureau organized under 
the auspices of the National Bureau 
of Casualty & Surety Underwriters, 
the other two being in San Fran- 
cisco and St. Louis. 

Every liability insurance claim 
made against the companies in these 
states will be filed and classified in 
the new bureau situated to present 
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separately the name of the claimant, 
his address, the nature of his injury, 
the lawyer representing him, and the 
doctor handling the case. Thus, it is 
asserted, the records automatically 
will show duplication of names, ad- 
dresses and injuries in cases of 
claimants and will also show what 
lawyers and doctors are most active 
in the cases. Persons who capitalize 
ancient injuries by repeating claims 
against various companies will thus 
be brought to light and ambulance 
chasing will be revealed. 

Twenty-eight of the largest cas- 
ualty companies are members of the 
new bureau but it is hoped to extend 
the membership to include most of 
the companies. Inasmuch as fraud- 
ulent claims are pressed against al- 
most every form of casualty insur- 
ance it is expected that the new 
bureau will handle more than 1,000,- 
000 claims a year and that it will 
start with 300,000 cards in January. 
They are expected to increase at the 
rate of more than 50,000 a month. 

Instead of writing each card sepa- 
rately a new camera makes it possi- 
ble to photograph master cards three 
times at the rate of 15,000 a day and 
an ingenious system of notching 
makes the filing almost automatic so 
that those who analyze the cards may 
easily note the duplications, 


Excellent Speeches WE commend 
At Life Convention to those who 

are keen on 
picking up general information a 
study of the proceedings of the 
Twenty-sixth Annual Convention of 
the Association of Life Insurance 
Presidents. While the major em- 
phasis in the majority of speeches was 
on life insurance problems, yet the 
scope of that business is so wide that 
the subjects discussed entered into 
almost every field of economics. It 
is seldom that one is privileged to 
study a series of addresses of such 
uniformly high quality, and even the 
newspaper reporters and representa- 
tives of insurance magazines who sat 
around the press table (and might be 
excused if they seemed somewhat fed 
up on speeches) kept alertly awake 
during the several long sessions of 
the gathering. 

We especially recommend for 
for leisurely reading the address by 
Hon. Felix Hebert, United States 
Senator from Rhode Island, on 
“Broadening Life’s Values Through 
Security in Our Governmental Struc- 
ture ;” that of Hon. Hugh Guthrie, 
Kk. C., M. P., Minister of Justice and 
Attorney General of Dominion of 
Canada, on ‘World Cooperation ;” 
that of Hon. Wilbur L. Cross, Gover- 
nor of Connecticut, on “Relation of 
State Government to Business Secur- 
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ity ;’ that of John R. Hardin, Mutual 
Benefit Life Insurance Company of 
Newark, on “Three Years of Per- 
formance,” and that of Hon. W. A. 
Tarver, President National Conven- 
tion of Insurance Commissioners, on 
“Human Problems of Insurance 
Supervision.” 

While we have no authority to say 
so, we venture the suggestion that a 
copy of the proceedings containing 
all the addresses will doubtless be 
mailed to anyone who is sincerely in- 
terested, on application to the office 
of the Association of Life Insurance 
Presidents, 165 Broadway, New York 
City. 

Praise for the 
Lowly ‘Plain 
Cop” 


ALONG with the 
spectacular stories 
about the value: of 
the new science of 
ballistics, lie detectors, fingerprints, 
etc., perhaps it would be well to give 
a little consideration to the following 
viewpoint of the average policeman as 
it is set down in “Police 13-13,” a 
publication of the Chicago Police De- 
partment. The article is by Clem 
Lane of the editorial staff of the Chi- 
cago Daily News. He says: 

“Our modern methods, like a great many 
other things we have today, are fancy, but 
they don’t seem to get results. We've had 
changes, but little progress. My own re- 
action is that an alert policeman is far 
more valuable than these newfangled 
methods! 

“Take my friend Jimmy Dougherty of 
New City station. He and his partner 
were cruising the district when they saw 
a voung hoodlum of the neighborhood 
riding by in a new car. A young hoodlum, 
who had no visible means of support, plus 
a new automobile, meant only one thing to 
these alert policemen— that a crime of 
some sort had heen committed. 

“And so without recourse to lie detec- 
tors, fingerprints, truth serums or ballis- 
tics, the policemen arrested the hoodlum. 
And that arrest brought about the scizure 
of three other voung bandits and the solu- 
ticn--and bv that I mean a conviction— 
in a North Chicago hank robbery. 

“My hope for Chicago is that Santa 
Claus won’t put any more scientific crime 
cetectors in Father Dearborn’s stocking, 
but that he will see that the police depart- 
ment gets some pay. What we need is a 
restored morale so our policemen can go 
about their joh of detecting crime, using 
the methods that make, not for detective 
novels, but for convictions in court.” 


Mutual Merger THE merger of 
in Wisconsin the Builders Mu- 
tual Casualty 
Company of Madison and the Em- 
ployers Mutual Liability Insurance 
Co. of Wausau, Wisconsin, was an- 
nounced January Ist. The Madison 
company staff is moving to Wausau 
and the business will be continued 
from the offices of the Employers 
Mutual there. 
The Builders Mutual Casualty was 
organized in 1915 and has confined its 
activities to writing workmen’s com- 
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pensation, liability and automobile in- 
surance for contractors engaged in 
the building trade. On December 31, 
1931, it had $497,000.00 in assets and 
$75,000.00 surplus at convention 
values. The Employers Mutual 
Liability is one of the leading mutual 
casualty companies of the country 
with over $4,000,000.00 assets and 
over $1,000,000.00 surplus at con- 
vention values on December 31, 1931. 


Shall We Buy IN A large industrial 
Bread or plant which has its 
Gasoline? own employes’ wel- 

fare department, a 
young man who had always done his 
work satisfactorily was observed to 
be falling down on the job and be- 
coming progressively worse each day. 
Noting the haggard appearance of the 
employee, the foreman in charge of 
that particular section of the plant 
sent him to the welfare office to be 
examined as to his health. Nothing 
seemed to be physically the matter 
except an unaccountable weakness 
and general lack of muscle tone. Fur- 
ther questioning by the physician, 
however, brought out the information 
that the young man was in an ad- 
vanced state of malnutrition because 
of eating no breakfast at all and con- 
fining his other two meals to hot dogs 
and coffee in order that he might con- 
tinue to buy gasoline for a recently 
acquired automobile. Perhaps if the 
motorcar is so strongly entrenched in 
the minds of the American people as 
this, the industry may yet sell three 
million cars in 1933 and lead business 
out of the doldrums as predicted by 
several of our experts in economics. 


Commissioners to THE Edgewater 
Meet at Edge- Beach Hotel at 
water Beach Hotel Chicago has been 

announced as 
headquarters for the annual meeting 
of the National Convention of Insur- 
ance Commissioners June 1 to June 3 
by Secretary Jess G. Read, Commis- 
sioner of Oklahoma. Because the 
meeting is being held while the Cen- 
tury of Progress Exposition is in 
progress Commissioner Read is urg- 
ing Commissioners and all who con- 
template attending to make their re- 
servations early. 


Where Insurance ACCORDING to 
Taxes Go data compiled by 

the Insurance De- 
partment of the Chamber of Com- 
merce of the United States, policy- 
holders paid indirect insurance taxes 
of $95,480,540.00 during 1931, which 
was a decrease of only 4% from that 
paid in 1930. During the same year 
the total disbursements of all state 
insurance departments amounted to 


$4,405,669.00. 
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The survey of the Chamber of 
Commerce reveals that only 4.6lc 
out of every dollar collected in pre- 
mium taxes, fees and licenses, was 
spent for the supervision of the in- 
surance business or service to the 
insurance business or service to the 
policyholders, the remaining 95.39c 
being used for general purposes. 
This proportion, stated in another 
way, is $1.00 for insurance purposes 
out of every $21.69 collected. 


To Knock or Not AS we may have 
to Knock mentioned before, 
Technocracy one of the very 

best running com- 
ments on American life is contained 
in the page titled “Shop Talk at 
Thirty” by Marlen Pew in the Editor 
& Publisher. Unfortunately the gen- 
eral public does not have access to 
this publication but we think any 
business man would be justified in 
subscribing for it just for the sake 
of the “kick” he will get out of Mr. 
Pew’s spritely observations. 

In a recent issue he takes up the 
subject of technocracy from a news- 
paper man’s standpoint with special 
reference to its mention in the public 
press during the last few months. 
We quote a bit: 


“The technocracy craze rushes on across 
the land, like a religious furore, filling 
pages of newspapers with a philosophical 
discussion that could not possibly have 
earned more than a column in a Sunday 
issue four years ago. One of the busiest 
newspaper spots in the country is a bor- 
rowed classroom at Columbia Univers’ty, 
where Howard Scott and 60-odd embattled 
technicians hold forth. * * * The yarn is 
said to be a good circulation maker. No- 
body: seemed to know exactly what it was 
all about, but everyone appeared keen to 
find the answer, if indeed there is any. 
The wire services carried bushels of de- 
velopments, including the statement of the 
technocrats themselves who belatedly let 
it be known that they did not claim to 
have discovered a panacea for our eco- 
nomic chills and fever, but some rather 
more alarming symptoms than are ob- 
served in lay circles. Dozens of special 
writers stalked the technicians on the uni- 
versity campus, each trying to develop a 
new end. New York Herald Tribune, 
whose energetic reporter, Wayne W. Par- 
rish, brought out what appeared to be the 
first newspaper article descriptive of the 
new cult, all published last August, last 
week turned a big gun on technocracy. It 
was a series of articles by Allen Raymond, 
who questioned whether Howard Scott is 
genius or fraud, charging that in 1920 he 
was associated with the I. W. W. move- 
ment—a technician without college degree 
and formerly employed as a day laborer 
at Muscle Shoals. I was interested in the 
flood of letters that came from readers of 
the Herald Tribune. In most positive terms 
they supported Scott’s ideas, or at least 
contended that they were plausible, or they 
whooped it up for Raymond, grateful to 
him for sticking pins in the balloon Scott 
had blown up, aided by Parrish. These 
letters, filling many columns, again indi- 
cated the tremendous controversy that is 
going on among the people of this coun- 


try, and how eager all classes are to in- 
form themselves on the inner secrets of 
our economic problems. It would seem 
that Mr. and Mrs. Ultimate Consumer 
and Mr. and Mrs. Paythroughthenose de- 
sire to know what the mysterious powers 
of the big shots of finance and politics are 
—powers which make a few so inordi- 
nately rich, while the easy-going majority 
gets poorer by the minute. It is the spirit 
of showdown, whipped to a white heat by 
the stress of the times and a sensational 
national political campaign, just ended.” 

It is developed farther along in the 
article that technocracy is really noth- 
ing new, the theory having first been 
advanced back in 1919, but of course 
in the palmy days no one paid any 
attention to it. As to the criticism 
of Mr. Scott being without benefit 
of a college degree we wonder what 
difference that makes. The writer of 
this item is intimately acquainted 
with at least one person who has two 
college degrees in the bottom of his 
trunk and who is not rich or in the 
social register yet. 


A UNIFORM 
style of agency fi- 
nancial statement 
has been deter- 
mined upon by the Eastern Under- 
writers Association. 

The items called for are: Assets, 
cash in office and banks, accounts re- 
ceivable, 60 days or less, 60 to 90, 
90 to 120, 120 to 6 months, 6 months 
to a year, one year, total less doubt- 
ful collections; notes receivable; 
other assets; agency value; total as- 
sets. Liabilities: accounts payable; 
due fire, casualty and life companies ; 
notes payable; miscellaneous ; capital 
stock; net surplus and deficits. Op- 
erating statement: Income, commis- 
sions from all classes of companies 
represented, other income. Disburse- 
ments. Salaries of officers and clerks, 
commissions due others, rents, tele- 
phone and telegraph, light, postage, 
furniture and fixtures, new or repair 
only, printing and stationery, inter- 
est on borrowed money, miscellane- 
ous, net profit or loss, memorandum 
for current monthly accounts re- 
ceivable and payable. 

The second and third pages of the 
blank contain a number of explana- 
tory notes and a statement of bal- 
ances owed companies by months. 


Chicago Premiums THE Cook 
Lower in 1932 County fire, 

tornado and 
sprinkler leakage premiums for the 
first half of 1932 were almost twenty 
per cent lower than those for the first 
half of 1931, according to the Chi- 
cago Board of Underwriters. The 
1932 total was $8,700,593, as com- 
pared with $10,911,040 the first half 
of 1931, and $13,543,311 the first 
half of 1930. 


Financial State- 
ment for 
Agencies 
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Accidents Have Become a Species of Tragic Spectacle to Make a Modern Roman Holiday 


Current Problems of Auto Insurance 


How a Practical Scholar in the Casualty Field Looks At What 
Is Being done And What is Yet To Be Accomplished 


automobile continues to arise 

from many and varied sources. 
In general the policy of automobile 
insurance underwriters is that of sup- 
port rather than initiation. The prin- 
cipal direct initiation by the com- 
panies, acting alone or through groups 
like National Safety Council, has 
been directed to the passing of laws 
intended to reduce losses. Clearly in 
this category are laws requiring the 
licensing and examination of auto- 
mobile operators, the Uniform 
Vehicle Code, and uniform auto- 
mobile certification laws. Even as 
late as 1932 only 27 states have laws 
requiring a driver’s license, despite 
a clear-cut connection between the 
operation of such laws and auto- 
mobile accidents. Uniform auto- 
mobile certification laws, due largely 
to the interest of insurance com- 
panies, have now been passed in more 
than half our states, with very marked 
results on thefts and _ recoveries. 
“Freight train of the road” legisla- 
tion has been enacted in 40 states, 
the principal purpose of which is to 
keep to a minimum the size of motor 
trucks. Eighty-five feet was sug- 
gested by the National Conference on 
Street and Highway Safety, but some 
states have dropped the limit to as 
low as 40 feet. 


| erst IN affecting the 





By C. A. KULP 


Professor of Insurance, Wharton School of Finance 
and Commerce, University of Pennsylvania 


PART II 








In the first section of this article 
Prof. Kulp discussed the general as- 
pects of automobile insurance, the 
high and increasing hazard, policy 
and premium changes and induce- 
ments, merit and demerit rating 
plans, and various deductible sug- 
gestions. 

The present and concluding in- 
stallment takes up other phases of 
the subject, notably legislation, 
safety education, the problem of 
adequate coverage, income of car 
owners and competition between 
carriers. 














The most important part of their 
present legislative program was 
originally forced on the companies, 
but their policy and attitude were 
soon changed to one of positive 
action. The stock companies par- 
ticularly have always been opposed 
—almost to a unit—to compulsory 
insurance, principally because of the 
fear of state insurance. The passage 
of the Massachusetts compulsory 
liability law, and the possibility of 
similar legislation in other states, 
made imperative a policy other than 
one of simple opposition. So the 


weight of the companies for the past 
5 years has been thrown resolutely 
behind counter-legislation; that pro- 
viding for so-called guaranteed res- 
ponsibility of owners and operators. 
With or without demerit rating, these 
laws are now in force in 19 states, 
substantial evidence of the companies’ 
efforts, because almost certainly many 
of these states would have passed 
genuine compulsory legislation. 
Briefly, the difference between the 
two laws is this: an automobile liabil- 
ity policy, or substitute, is required 
as a condition precedent to the right 
to own a car fn Massachusetts; in 
guaranteed responsibility states the 
policy, or substitute evidence, may or 
must be required, depending on the 
law, by the appropriate official if the 
owner or operator has failed to meet 
a judgment arising out of an auto- 
mobile accident, or has violated cer- 
tain sections of the state motor code, 
or has had an accident record serious 
enough to demand such action. 
Qo 

HERE is not enough space within 

the scope of the present article 
to rehearse the long and tangled story 
of the Massachusetts law and its var- 
iants. Fortunately within the past 
year there has been published a fac- 
tual report that at last lays bare and 
solidifies the whole situation. « It is 
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gathered from absolutely official 
sources and interpreted by an impar- 
tial and distinguished committee of 
experts. Like a searchlight it cuts 
through the blurred miasma of par- 
tisansup and politics. One may or 
may not take the conclusions of the 
Committee to Study Compensation 
for Automobile Accidents for one’s 
own. The facts are now available 
and plainly stated. 

Perhaps the most significant part 
of this report is that it favors neither 
the Massachusetts compulsory insur- 
ance idea nor that embodied in the 
guaranteed responsibility law. It de- 
clares that it is not true that compul- 
sory insurance has increased accidents : 
automobile fatalities have increased in 
Massachusetts no faster than in states 
having no law and in states with a 
guaranteed responsibility law. (Non- 
fatal accident statistics are not ad- 
missable. They are not uniform by 
states, their definition changes within 
a state.) The law has not reduced 
them either, although it is only fair 
to say that it was not expected to. 
“The Committee ....can find no sat- 
isfactory evidence that compulsory 
liability insurance has affected high- 
way safety in either direction.” It 
is likewise not true that Massachu- 
setts average loss costs have greatly 
exceeded those of the rest of the 
country. It is, of course, true that 
many more cases come before the 
companies for claim payment than 
before the law: the purpose of the 
law is to extend the benefits of liabil- 
ity insurance, not to restrict them. 
The chances of recovery by an in- 
jured person are vastly increased in 
Massachusetts ; so they should be in 
the nature of the case. 

One important—and to the Com- 
mittee, damaging—fact must be set 
over against all of these favorable 
results it reports about the Massa- 
chusetts law. There is no logical 
relationship between degree of injury 
or loss of income and amount of 
claim payment. Minor cases are paid 
too liberally, because of their nuisance 
value; serious cases inadequately. 
And the system is still only as broad 
as the narrow law of negligence; it 
is based on an out-of-date conception 
of the nature of automobile accidents, 
it depends on a threatened or an 
actual law-suit as the mainspring of 
its operation, it perpetuates a system 
of endless court-palaverings and de- 
lays, it works hardship on those least 
able to afford the luxury of iitigation. 

The evidence of the Committee on 
the guaranteed responsibility law is 
not a bit more cheerful for its pro- 
ponents. The principal claim for it 
has always been its expected influence 
on safety. The Committee finds no 
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evidence to sustain this claim. Nor 
can it find evidence that the careless 
driver is being segregated. Indeed 
it doubts whether there is a class of 
careless drivers. Loss of road priv- 
ileges is a threat that influences, if 
anyone, only those not insured, and 
there are no driving records distin- 
guishing between insured and unin- 
sured results. The number of revo- 
cations for failure to show financial 
responsibility in Connecticut and New 
Jersey has been under 1 per cent of 
registration. The penalty of an extra 
premium—the only deterrent for 
those insured—has had no perceptible 
effect on driving habits. The num- 
ber of insured cars has increased in 
Connecticut since the initiation of the 
law—this state has the oldest law— 
but not much more than in states with- 
out a law, and a large group still 
remains uninsured. Perhaps the 
major paradox in insurance is this 
insistence of insurance companies 
that a condition of 100 per cent of 
owners insured is bad, while progres- 
sive increases from 30 to 50 to 80 
per cent are always good. The com- 
panies answer that the 50 or 30 or 20 
per cent uninsured at each stage are 
those whose records are still blame- 
less, but this is equally difficult to 
grasp. The insurance companies by 
this token are getting only the bad 
risks, whereas they must keep out 
precisely this group to be successful. 
In any event, increase in the number 
of insured drivers in the opinion of 
the Committee “is more effectively 
accomplished by a compulsory liabil- 
ity insurance law; while the elimina- 
tion of dangerous drivers can be more 
effectively procured by the use of the 
ordinary criminal laws and of the 
Commissioner’s usual powers to re- 
voke registrations and licenses.” The 
system above all else is still one of 
negligence and is even less compre- 
hensive than that of Massachusetts. 
OSOmD 

LREADY insurance carriers 

have been affected considerably 
by this rush of compulsory and semi- 
compulsory insurance legislation. 
Policy forms, rates and underwriting 
practices all have been recast to meet 
new conditions and new differences 
between states. A number of com- 
panies have left Massachusetts en- 
tirely, some through failure, a con- 
tributory cause at least the undeniable 
lag between premiums in that state 
and costs. But it is only fair to point 
out that premiums have not kept up 
with costs generally throughout the 
United States, and that (qtoting 
again the Commission) “properly 
managed mutual insurance carriers 
have in general been able to meet their 
losses and expenses and to pay divi- 


dends on business written at the offi- 
cial rates.” Where every driver—or 
any large group of drivers—must 
have a policy of insuance, necessarily 
company underwriting practices are 
to some extent influenced. Where 
every driver is insured—or even 
where only a majority are—rate-mak- 
ing is bound to present political 
aspects, least encouraging feature of 
the whole situation and one that must 
be corrected. The effect of the still 
more radical program proposed by 
the Committee: automobile compen- 
sation, would be other and perhaps 
even more jolting repercussions on 
automobile underwriting. One great 
saving would result from the scrap- 
ping of negligence as the legal basis 
of recovery: loss of time and money 
spent for litigation. To an impartial 
observer it appears that sooner or 
later the legalistic arguments now 
advanced against compensation—gen- 
erally the last defenses of a losing 
fight—will surrender to public 
opinion. 

Merely to be noted in passing are 
certain other varieties of legislation, 
or of judicial interpretations, which 
likewise affect automobile insurance 
but in which the companies are not 
actively interested. Principally in 
the first class are statutes modifying 
the rights of guests to sue for neg- 
ligence, a basis for litigation which 
in recent years has grown tremend- 
ously and which has even been held 
to include the right of a wife to sue 
her husband. The usual basis for 
denial of the right of recovery is the 
distinction between ordinary and 
gross negligence, with the right re- 
tained only in accidents caused by the 
latter. Two guest statutes passed in 
Delaware and New York in 1929 and 
1930 respectively have this year been 
declared unconstitutional by courts 
of appellate jurisdiction. The Dela- 
ware statute can easily be repassed, 
because it erred in holding free the 
owner or operator irrespective of the 
degree of his negligence. Possibly 
the New York statute can be patched 
up also, since it was thrown out be- 
cause it reserved the guest’s right to 
sue only in case of the owner’s “in- 
tentional act.” 

Where the companies have gained 
by the trend of guest legislation, they 
have lost, at least potentially, by 
further extension of the principle of 
vicarious liability. The omnibus 
clause, though usual in liability pol- 
icies, has been voluntarily inserted. 
The general passage of—or interpre- 
tation of the common law into—ex- 
tending statutes, makes the omnibus 
clause a right of the insured and a 
possible source of increased claim 
ratios in the future. 





SAFETY EDUCATION 


OME 33,500 motor fatalities and 
1,000,000 injuries in 1931 are 
proof irrefutable that there is still 
plenty to be done in the program of 
automobile safety. Premium devices 
alone can not produce safety, legisla- 
tion alone can not produce safety. 
Making as liberal an allowance as 
one wishes for all of the impersonal 
causes of these accidents,—and they 
are undoubtedly major—a fertile 
area remains for cultivation in 
Americans of greater safety habits. 
It is not, at all a contradiction to de- 
cide that the impersonal causes are 
most important, that there may be no 
distinctive group of careless drivers, 
and that education is nevertheless the 
long-time program most certain to 
bring results. If it turns out that 
all drivers all careless, the possibilities 
of education are boundless. If social 
causes turn out to be the main reason 
for accidents, the systematic observ- 
ing of even the simplest driving pre- 
cautions can do something to reduce 
the dangers of motoring. Those very 
few who are reckless in everything 
else will be reckless automobile driv- 
ers. Laws will not change them, 
neither will higher insurance prem- 
iums. In education lies the only hope 
of their salvage. 

Only a summary can be given here 
of current educational efforts by the 
companies. Three associations in 
particular do their organized safety 
work, though there are others, and 
many companies and associations 
operate their own safety programs. 
Insurance companies cooperate with 
state and federal officials, social serv- 
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ice agencies, and large manufacturers 
in the National Safety Council, which 
devotes an entire department to auto- 
mobile accidents. Underwriters Lab- 
oratories in Chicago, and with 
branches in many other cities, provide 
the most comprehensive testing serv- 
ice possible for every device related to 
automobile and highway safety. Dur- 
ing the last ten years the National 
sureau of Casualty and Surety Un- 
derwriters reports that it has spent 
$250,000 for automobile safety, and 
now at the rate of $100,000 a year. A 
particular phase of its program has 
been the saving of the lives of chil- 
dren. While automobile deaths to 
adults have increased 28 per cent, 
those to school children have declined 
19 per cent, an annual saving in lives 
equal to 7500 children. At present 
the Bureau is cooperating in a special! 
safety campaign with the American 
Petroleum Institute, the American 
Legion, and various insurance agents’ 
associations. The focal point is the 
gasoline filling station, where every 
motorist must stop every so often, 
and where, for several minutes at 
least, while he lounges back and rests 
his arms and legs, a safety message 
has a fighting chance at his brain. 
Eight large gasoline companies are 
offering their facilities for the posting 
of striking pictorial warnings against 
careless driving practices. These 
posters are so placed and so vivid 
pictorially that it seems—as the 
National Bureau believes—that acting 
on drivers just fresh from road ex- 
periences, even the thickest crust of 
bad habits may be penetrated and, by 
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repetition, perhaps broken up. It is 
the business and the only hope of 
campaigners to be hopeful, and per- 
haps the Bureau expects too much, 
but it is only in consistently pushed 
programs like this that safety workers 
can expect to shock Americans out of 
their terrible apathy. 


I]. COMPLEXITY OF COMPLETE INSUR- 
ANCE COVERAGE—THE PROBLEM 

HERE are two reasons—one uni- 

versal and one local—for the 
nearly endless complexities of merely 
adequate insurance protection for the 
owner of an automobile. The auto- 
mobile is a machine of unequalled 
capacity for mischief to itself and 
others. (One calls to mind as a pos- 
sible competitor only the steam boiler, 
but this machine is generally in the 
hands of skilled operators and is so 
regularly inspected as to prevent most 
accidents. The same is true of the 
railroad locomotive, which moreover 
usually stays on a track.) The auto 
mobile can kill and maim lives a 
thousand times more valuable thar 
its own cost and the ability of its 
owner to indemnify. It can and does 
destroy valuable property. It can be 
stolen, burned up; it can crash and 
completely destroy itself, apart from 
the injury it works on other property. 





Moreover an outline of the auto- 
mobile’s damage-creating propensi- 


ties gives only a first approximation 
to a correct idea of automobile insur- 
ance complexity. In this country, for 
mainly historical reasons, automobile 
insurance is a service chopped up into 
many pieces and departments. Cas- 











“Stop, Look and Listen’ Is a Warning Too Often Overlooked by Drivers of Motor Cars 
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ualty companies may write only the 
liability lines and collision—there is no 
logical reason for the last, purely a 
property insurance line. Fire and 
marine companies may write all but 
public liability, although property 
damage, so-called, is equally a liabil- 
ity line. The recent decision of cas- 
ualty insurance companies to restrict 
themselves to liability, and the fire 
and marine companies to property in- 
surance including collision, simplifies 
this situation not at all. 

And partly because the automobile 
is a complex machine and capable of 
varied uses, but partly also because 
of this same cutting-up of insurance 
covers, the American automobilist— 
if he inquires—often finds he needs 
to purchase a dozen or a score of 
policies and endorsements for his 
adequate protection. His liability 
policy does not cover him for foreign 
travel, the carriage of passengers for 
hire, while operating another’s car, if 
his agents with their own cars injure 
members of the public and incur suits 
against him. Finally if he is so curi- 
ous and diligent as actually to read 
the contracts of several companies 
competing for his business, he will 
find there is no such thing as a uni- 
form policy, although the purpose 
and meaning of most of the phrases 
and clauses are similar or identical. 


. y y 


CoMPLEXIty OF CoMPLErE INsUR- 
ANCE COVERAGE—THE PROGRAM 
ERTAIN of these reasons for 
complicated insurance policies 
and practices are beyond the power of 
the companies to correct. The arbi- 
trary division of insurance lines be- 
tween classes of companies may be 
changed by law, or entirely elimin- 
ated, although there is sound cause 
for segregating, at least into separate 
departments, the entirely dissimilar 
underwriting and loss reserves of 
liability and property insurances. 
The companies can perhaps surmount 
this classification, they cannot erase 
it. There are also other and insur- 
mountable reasons, not legal, for 
complexity. It is not possible prac- 
tically to write one single policy form 
for all classes of risks or covering 
every hazard. Many owners are un- 
willing or unable to pay for complete 
coverage even if available. A private 
passenger car differs so much from a 
bus or taxicab risk as to demand en- 
tirely different treatment. Not the 
least, risks in the same class, as 
private passenger, are so frequently 
dissimilar that it would be impossible 
to force a completely standard policy 
on all alike. 
3ut over and above the limits set 


JOURNAL OF AMERICAN INSURANCE 


by these conditions, the companies 
can do and increasingly are doing 
much to simplify contracts and under- 
writing practice. Sometimes they 
need a push to start them. In Can- 
ada the state is initiating and admin- 
istering the program. Perhaps the 
most important development of the 
last year is the decision in Canada to 
adopt a uniform automobile insurance 
contract. This decision has a great 
deal more force than that of a volun- 
tary company agreement. On _ re- 
quest, the Canadian Automobile Un- 
derwriters Association suggested the 
forms, but after approval by the 
Superintendent of Insurance of each 
Province, they are mandatory on all 
companies licensed in the approving 
jurisdiction. Already the Superin- 
tendent of Ontario, the chief insur- 
ance Province of the Dominion has 
approved the forms, and by Septem- 
ber Ist, 1932, they will be in force 
in 3 other Provinces. The recom- 
mendations of the Underwriters As- 
sociation specify also the desirability 
of: uniformity in all provinces, not 
simply within each province ; definite 
machinery to consider uniform 
changes to be set up and administered 
by their Association; the inclusion of 
all contracts, including all endorse- 
ments, with the exemption of a min- 
imum of special treatment classes. 
Quite apart from the fact that a num- 
ber of United States companies writ- 
ing in Canada will be directly af- 
fected, this action is important for the 
undoubted effect it will and should 
have on practice below the border. 
The current lack of uniformity—for 
the same broad risk classes—is un- 
necessary; and voluntary action by 
the companies is the only certain safe- 
guard against positive regulation by 
the states. F 


Uniform policies eliminate one 
kind of complexity, but in this coun- 
try they leave another untouched. 
This is the complexity due to the 
practice of underwriting hazards 
separately. For years now many of 
our companies have partly sur- 
mounted this obstacle by writing a 
so-called “combination” policy: that 
is, a form comprising really two poli- 
cies issued by associated casualty and 
fire companies on a single piece of 
paper. The advantage of this is a 
form complete in the sense that it 
may cover all the principal hazards. 
It is still defective because it is sim- 
ply a combination of separately writ- 
ten forms, and does not eliminate the 
separate calculation and selling of 
each hazard and the continued use of 
each list of exceptions and limita- 
tions. From the English another type 


of simplified policy has been taken 
over: the so-called “comprehensive” 
form, though not without some alter- 
ation, The American policy in gen- 
eral copies closely the English model, 
even in detailed language, but is con- 
siderably less liberal. It is as yet 
written by fire and marine companies 
on private passenger cars only, and 
only in eleven states, all Eastern. 
Unlike the English policy of the same 
name, it covers not every hazard, but 
every hazard except liability, which 
these companies cannot write. Even 
so, general adoption in the entire 
country would be an event of major 
importance, 
DOD 

HE following characteristics of 

the American comprehensive 
policy indicate its title to its name. 
This title arises principally from the 
simplification of restrictions and ex- 
ceptions to the promise to pay. 

1. All hazards, excepting public 
and property damage liability, are in- 
sured, and they are insured as a unit. 
The English form covers these haz- 
ards also, but on the other hand 
allows some latitude in permitting 
issuance exclusive of collision and 
public liability, if desired. It is be- 
tieved by its sponsors that one of the 
most important obstructions to the 
selling of complete automobile cover- 
age in the United States in the past 
has been the necessity of explaining 
many policies and premiums. The 
biggest advantage expected from the 
comprehensive form is that it is an 
inseparable unit. It is either bought 
or not bought. It is not divisible. 
There is some danger that too much 
is being expected from the unity of 
the new form. Sensible agents have 
never gone into extensive detail in 
selling insurance, but have inserted 
into combination contracts as much 
protection as the insured could pay 
for. Also, the total insurance bill in 
dollars is still the test of cost of most 
owners, and unit coverage is usually 
bound to cost more than coverage of 
selected hazards. This general matter 
of cost, an important one, is dis- 
cussed in the next section. 

“Any loss of or damage to the auto- 
mobile and the equipment usually at- 
tached thereto”’ is covered, subject to 
these exceptions: 

a. “Loss of use; depreciation; robes, 
wearing apparel and other personal 
effects.” The English form, for ex- 
tra premium, includes the last group 
also. 

b. “Unless as a result of a loss covered 
by this policy: wear and tear; me- 
chanical or electrical breakdowns, 
failures or breakages; freezing ; dam- 
age to tires.” The two last are cov- 
ered in the English form. 


(Continued on Page 27) 
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Investment Rackets 


How Swindlers in the Security Field are being Eliminated 
in the District of Columbia 


Excerpts From a RECENT ADDRESS 


By HON. HERBERT L. DAVIS 


Superintendent of Insurance, District of Columbia 


N the midst of economic stress, 
discerning men tell us that they 
perceive signs of new energy 

which makes it clear that an early 
recovery may be confidently expected 
for the institution known as business. 
What are the personal, outstanding 
qualities and training which will be 
necessary in order to build an endur- 
ing success out of the wrecked plans 
and crushed hopes of the present? 
Surely, it will not be patterned after 
the flimsy, fantastic foundation which 
disintegrated with the 1929 crash on 
the stock market. Preceding the crum- 
bling of the financial structure, many 
men and women felt they had the 
magic touch of King Midas and could 
turn almost anything into gold, in- 
cluding spurious, fraudulently issued 
alleged gilt-edged securities, mort- 
gages, refunding debentures and other 
high-sounding, misleading designa- 
tions. For lack of a better name, we 
refer to such transactions as the re- 
funding mortgage racket, or, as it is 
sometimes called, the investment 
banking racket. Those guilty of the 
offenses mentioned, particularly those 
now serving time in our various penal 
institutions, are generally referred to 
as banketeers. So much for the vo- 
cabulary of technical names—the 
nomenclature of the profession, as 
our brilliant educators would say. 





However, the main purpose of this 
discussion is to urge upon you to 
join hands and adopt ways and means 
to prevent a repetition of these crimes 
in the District of Columbia. This 
can be accomplished by appropriate 
legislation looking to the interdicting 
of the issuance and sale of fraudulent 
securities. These nefarious practices 
have been indulged in almost under 
shadow of our National Capitol. 


It has sometimes been suggested 
that the equality which men and 
women should seek to establish in 
their workaday activities is equality 
of opportunity. This is, indeed, neces- 
sary; but it is not by itself enough, 
for the nature of the opportunity 
needs to be fully defined. Equality of 
opportunity mtght mean an equal 
chance for unconscionable persons to 
get the better of others—a devil-take- 
the-hindmost policy, which would re- 
sult, not in the fullest chance of self- 
expression during active years of 
labor and for adequate provision for 
our loved ones and reasonable secur- 


ity for old age retirement. We must 
be ever watchful to prevent the crush- 
ing out of the individuality of the un- 
successful many, under the heel of 
the successful few. Opportunity must 
be as far as possible the opportunity 
to do useful things, to perform good 
service, and to develop latent capaci- 
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ties with these definite and worthy 
ends in view. The adjustment of 
educational facilities so as to provide 
each child with the fullest opportu- 
nities of which he or she is capable 
of absorbing is, therefore, not by 
itself enough, though it is an indis- 
pensable element in the right order- 
ing of affairs of the communities. 


SSS 


ITH the education of our 

young folk, combined with the 
support of our best citizens, we are 
hopeful that it soon will be definitely 
and clearly recognized that corpora- 
tions dealing in securities are author- 
ized in the District of Columbia pri- 
marily for the protection of the pub- 
lic, and not for the sole benefit of 
unconscionable, rapacious specula- 
tors and promoters. 
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No one can stop the general public 
from substituting speculation for in- 
vestment if it has a mind so to do. 
This is not intended to absolve the 
professional dealers from a_ large 
share in the responsibility for specu- 
lative movements. 


Reforms are never accomplished by 
herded groups, but by diligent, ag- 
gressive individuals. 


Under appointment by the Courts, 
I served for many months as a Fed- 
eral Receiver for properties of a cer- 
tain firm of so-called investment 
bankers. The experiences were al- 
most heart-rending, especially in the 
many urgent appeals for financial as- 
sistance from those whose life sav- 
ings were swept into the vortex. 


It was largely through the unre- 
mitting work of Hon. Nugent Dodds, 
Assistant Attorney General, that any 
substantial recoveries have been 
made. Heavy duties and responsibili- 
ties gravitated to his willing shoul- 
ders, and he has ably and consci- 
entiously met them. 


One of the saddest things in life 
is to witness the effects of the vision 
of young men and women being de- 
liberately warped. They have re- 
peatedly appealed to us to enforce 
restitution of their savings. The dis- 
tressing feature of several of our 
most reprehensible “investment bank- 
ing concerns” has been that the in- 
vestors could have gone to the trust 
department of any one of our leading 
national banks or trust companies and 
secured abundantly protected first 
trust notes, at substantially the same 
tate of interest as promised by the 
nefarious concerns. It was not the 
spirit of avaricious gain or unwar- 
ranted income yield which prompted 
these investors to place their funds 
with these unconscionable swindlers. 
The fraudulent advertising ‘in busi- 
ness for a period of over fifty years, 
and not loss of a penny to any in- 
vestor,” snared them. 


We are indebted to Honorable 
Nugent Dodds for these data, and 
for his vigorous prosecution of 
offenders. 


Having differentiated between the 
investment banking racket and the 
Ponzi scheme, it should be remem- 
bered that Ponzi, the Boston rack- 
eteer, began serving time in the peni- 
tentiary before the name “racket” 
was in vogue. It should be remem- 
bered that Ponzi guaranteed to inves- 
tors exorbitant rates of interest, such 
as ten per cent a month. He was able 
to pay this out of the money he got 
from unwise investors, who may be 
referred to as suckers. But the pro- 
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verbial fool born every minute was 
not enough to keep Ponzi going, and 
he miscalculated the great advantage 
which nature in its generous provi- 
sion has made to balance up the intel- 
ligence of the nation. 


i - ~ 
Sa 


N evidence of the working of this 
intelligence is the Harlan-Reed 
bill which has been introduced in 
Congress. It provides that all deal- 
ers and salesmen shall register their 
names and addresses with the desig- 
nated District of Columbia official, 
and also gives certain specified infor- 
mation concerning their connections 
during the previous five years with 
any person or concern engaged in the 
business of dealing or trading in se- 
curities. 

Certain classes of persons are ex- 
empted from the provisions of the 
bill, such as receivers, referees, ad- 
ministrators, executors, guardians, 
etc., and also an exception is made in 
the case of certain classes of transac- 
tions such as sales to banks and to 
other financial institutions and to 
dealers. These exceptions are given 
in paragraphs (c) and (d) of section 
1 of the bill. 

Under the provisions of this bill 
anv reputable person is permitted to 
qualify to sell securities. The sole 
exception is that the record of such 
person must be clean. No person will 
be permitted to register within two 
years after the date of a cunviction, 
by a court of competent jurisdiction 
for the District of Columbia, or of the 
United States, or of any State, of 
any criminal offense in connection 
with any transaction involving securi- 
ties, nor within two years after an 
adjudication by any such court find- 
ing a violation of the securities law 
of the District of Columbia or of any 
State, nor within two years after the 
date of the issuance by any such court 
of any permanent injunction order 
in connection with the sale of securi- 
ties. In the case of copartnerships, 
corporations, and other forms of 
business organization, such disqualifi- 
cation will also apply if there has 
been such a conviction, adjudication 
or injunction order, within the pre- 
vious two years, against or in connec- 
tion with any person named as a 
partner, principal, officer, or office 
manager. If there have been two or 
more such convictions, adjudications, 
or injunction orders, the disqualifi- 
cation is permanent and such person 
will not be permitted to register at 
any time. This permanent disqualifi- 
cation will also apply in the case of 
covartnerships, corporations, and 
other forms of business organization, 
where there have been two or more 
convictions, adjudications, or injunc- 
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tion orders on the part of the same 
person named as a partner, principal, 
officer, or office manager. 

From the foregoing it will be seen 
that the purpose of the proposed leg- 
islation is to provide a securities law 
for the District of Columbia as a 
means for apprehending and termi- 
nating fraudulent and dishonest prac- 
tices in securities transactions in the 
District of Columbia. 

At the present time the District of 
Columbia lacks a securities law, and 
the mere enforcement of the general 
criminal statutes against fraud has 
proven inadequate to effectively con- 
trol fraudulent securities promoters. 

Securities legislation as a means 
of preventing fraud, is widely used 
throughout the United States, and is 
generally regarded as an_ essential 
supplement to the general criminal 
statutes. 

DOD 


OWEVER, despite the handicap 

of inadequate laws in the Dis- 
trict it has been possible to deal sum- 
marily with swindlers after their op- 
erations have come to light, but, of 
course, the idea is to prevent their 
depredations in the first place. The 
Department of Justice has success- 
fully prosecuted several of these 
rackets in Washington, primarily for 
the reason that Federal statutes were 
violated. Several of the chief rack- 
eteers have been convicted. Another 
racket of substantially the same sort 
is being investigated, and it is ex- 
pected that gratifying results will be 
attained, especially as the theory has 
been exploded that “a million dollars 
cannot be sent to jail.” 

It is probably no exaggeration to 
say that, at least, five hundred per- 
sons, small investors, who lost their 
entire savings throygh these in- 
iquitous concerns heretofore operat- 
ing in the District of Columbia are 
now dead from suicide or are now in- 
mates of insane asylums, or on their 
way to such institutions, resulting 
from their losses through investment 
in such rackets. The number of vic- 
tims which have come within the 
knowledge of the speaker and of the 
Department of Justice makes the 
foregoing estimate entirely reason- 
able. 

In discussing these rackets, there 
is no desire to reflect in any measure 
on the probity of the majority of 
houses dealing in real estate mort- 
gage securities. There are likely to 
be crooks in every business, and 
there appears to have been an out- 
break of them in this particular line 
of business. The racketeer has taken 
advantage of the reputation for safety 
which the real estate mortgage has 


justly earned. In some instances, he 

has traded upon the confidence which 

the word “banking,” used by him in 

the title of his business, inspires. 
20a 


IHE racketeer has subjected the 

honest investment banker to un- 
fair competition. Thus, the racketeer 
has made the public suspicious. He 
has ruined the market for mortgage 
securities. No one should welcome 
the enactment of appropriate legisla- 
tion interdicting the issuance and sale 
of fraudulent securities more than 
the great class of honest investment 
bankers or dealers in mortgage 
securities, whose field has been in- 
vaded by the racketeer. 

Legitimate bankers have particular 
reason to be appreciative of the work 
of cleaning up the swindlers. In 
many cases, reputable realtors and 
bankers have had to sit back and see 
savings withdrawn and paid over to 
the racketeers, the reputable bankers 
and others being powerless to inter- 
fere for the reason that, while they 
were suspicious, they had not the 
evidence to prove the investments in 
which their clients proposed to put 
their savings were outright swindles. 
One purpose of this discussion is to 
aid honest bankers by warning inves- 
tors against swindlers and racketeers. 

The beginning of the mortgage se- 
curity racket, which is comparatively 
new, seems to lie in the change of 
the relation of the mortgage broker 
to his clients, in the temptation which 
existed for him in the possibilities of 
high-pressure salesmanship, and in 
the ease with which money could be 
gotten from the small investor in 
the boom period. 

The old-fashioned mortgage broker 
honestly dealt at arm’s length with 
both the borrower, who sought the 
mortgage, and the investor who 
would lend money on a mortgage. 
It was to the interest of the broker 
to see that the mortgage was a sound 
one, so that his clients would be satis- 
fied. It was he who built up the repu- 
tation for his house. The hionest 
mortgage broker of early days and 
the investment banker of unyielding 
integrity, many existing at the pres- 
ent time, have no interest in floating 
a mortgage in excess of the probable 
market value of the property. Quite 
the contrary, his interest was and is 
in the soundness of the mortgage. 
The reputable investment banker is 
content with his commissions, legiti- 
mately earned. 

A change in the relation of the 
mortgage broker to the financing of 
real estate operations took place when 
corporations more and more sup- 
planted individual operators. The 
corporation promoting real estate 
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now began to have subsidiary corpo- 
rations to finance its real estate. Or 
the investment banking corporation 
began, through subsidiary corpora- 
tions, to promote real estate. This 
was a natural development, and not 
open to objection, so long as it was 
in honest hands. However, it is im- 
portant to reiterate the statement that 
salutary lessons will soon go forth, 
making it absolutely certain that cor- 
porations are authorized in the Dis- 
trict of Columbia primarily for the 
protection of the public and not for 
the benefit of racketeers. The rack- 
eteer was not slow to take advantage 
of corporate entity. He was a get- 
rich-quick man. He saw the enorm- 
ous capacity of the public, in a boom 
period, to absorb securities. He was 
well aware of what the high-pressure 
salesman can do to overcome “sales 
resistance,” weakened as it was by 
the fact that everyone was making 
money by buying a piece of paper. 
Perhaps the master mind of the 
racket was himself such a salesman 
earlier in his career. Then, too, he 
was no longer satisfied to earn his 
legitimate commissions as a broker. 
He had an interest in the promotion 
of the property to be mortgaged, and 
so to float the biggest mortgage pos- 
sible. In his ceasing to be a disinter- 
ested agent, in becoming a principal, 
while masquerading as a disinterested 
agent, the racket began among the 
dishonest. Honest men, or men wise 
enough to see that the end of.a Ponzi 
scheme is always failure. The en- 
actment of the proposed legislation 
would make it clear that a jail or 
penitentiary sentence would inevita- 
bly follow such dishonest practices. 


SO, Mo 
pata Y 


LLUSTRATIVE of a particularly 

bold racketeer, this is an example 
of his methods adopted in this city. 
He mortgaged several buildings for 
more than they were worth and sold 
the mortgage to the clients of the 
company before referred to. Then 
when the buildings failed to earn 
enough to pay operating expenses and 
interest on the mortgages, the rack- 
eteer grouped the buildings together, 
and issued a new mortgage, secured 
only by stock in the building com- 
panies, of no value whatever, since 
the buildings did not even earn inter- 
est on the mortgages. This issued, 
the master mind designated a collat- 
eral trust mortgage and sold it to the 
public, using the proceeds to pay in- 
terest on the first mortgages and on 
this new collateral trust, and thus 
concealing for a time the utter insol- 
vency of the whole proceeding. That 
was Ponzi financing, with a few addi- 
tional embellishments. 
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Another instance of dishonest high 
financing is that of a builder of an 
apartment house in Washington. 
We will call it, for instance, Goldtop. 
He mortgaged it through the com- 
pany to the extent of $1,000,000. It 
did not earn interest on this amount. 
Control of the property passed over 
to Pitts and his cohorts. The name 
was changed, say, to Goldbrick. On 
the strength of the new name, Pitts 
put a new mortgage of $1,000,000 on 
it. This he called a first and refund- 
ing mortgage. It was really a second 
mortgage, since the early mortgage 
on the property, under its original 
name, was not retired. Thus, on a 
property which could not earn inter- 
est on a million dollar mortgage, there 
were now mortgages for $2,000,000, 
the second mortgage being, of course, 
entirely worthless. The master mind, 
in this case was convicted of em- 
bezzlement. If, during such nefarious 
transactions, the District of Colum- 
bia had the benefit of thoroughly pro- 
tective legislation on the subject, this 
man and his cohorts would have been 
compelled to disclose his contem- 
plated scheme, before he brought his 
plans to fruition. 

In a recent case, wherein securities 
were sold in the District of Colum- 
bia by a concern organized and ex- 
isting in a distant State, a so-called 
investment banking concern sold 
mortgage bonds on the installment 
plan. It was represented to buyers 
that the bonds were set aside, and 
that they were credited with an inter- 
est in them equal to the amount they 
had paid. The bonds were not actu- 
ally set aside. And when the install- 
ment banker failed, the installment 
buyers were only general creditors of 
the banker, thus having a claim only 
upon his insignificant assets. 


KO 


HE investment banking or mort- 

gage racket deals in bonds or 
mortgages or mortgage notes, which 
are large mortgages split up into 
mortgages representing generally 
$100 or $1,000 so-called bonds, for 
distribution among investors. Now 
what is calculated to overcome the 
sales resistance of the average small 
investor as a bond or mortgage? Ev- 
erybody has been brought up to be- 
lieve that the safest and most con- 
servative thing in the world to put 
your money in is a bond or a mort- 
gage. “His word is as good as his 
bond” is the highest praise that can 
be given to any man. 

The investment racket embodies 
devious ways of getting-rich-quick. 
The device of incorporation has come 
to the racketeer’s aid. One corpora- 
tion promotes the real estate. Another 
corporation takes the mortgage. An- 
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other corporation splits it up and 
sells it to the public. Another corpo- 
ration builds the hotel, office build- 
ing or apartment house. But they are 
all different names for the same group 
of persons. Corporation ABC is the 
promoter. Corporation DEF is the 
builder. Corporation GHI hold the 
mortgages. And Corporation JKL is 
the banking investment company. But 
they are all John Doe, Richard Roe 
and G. R. Quick, in which company 
John Doe and Richard Roe are dum- 
mies, and G. R. Ouick is the rack- 
eteer. 

It may go even further. The cor- 
poration that makes the valuation of 
the property to show to investors and 
convince them that the amount of the 
mortgage is reasonable may be Cor- 
poration JILM, another name for 
John Doe, Richard Roe and G. R. 
Ouick, or some friendly affiliated cor- 
poration, or some other dishonest 
person. And the Corporation that in- 
sures the title to the property may 
be Corporation NOP, which is again 
Tohn Doe, Richard Roe and G. R. 
Quick, or, otherwise, some other 
friendly corporation or person eager 
for ill-gotten gains in return for a 
scratch of the pen. So all the pro- 
tection the small investor gets, in sup- 
nosedly the safest of all things, a 
bond or mortgage, is the word of Mr. 
G. R. Ouick, a racketeer. 


Let us see how this works. Mr. G. 
R. Quick of Roe and Doe buys the 
property and promotes it. As a build- 
ing contractor, under another corpo- 
rate name, he awards the contract to 
himself for building an hotel on the 
site. allowing himself an exorbitant 
profit on it, as builder. Then, under 
another corporate name, he appraises 
it, much too high, paying himself 
well for this service. Then, under 
another corporate name, he may in- 
sure the title, perhaps, also highly 
profitable to himself. Then, as an- 
other corporation, he takes a mort- 
gage on it, paying himself a commis- 
sion. Finally, as a banking investment 
company, he distributes the mort- 
gage to the public, collecting a com- 
mission for doing this. 


There is only one way to be safe 
in purchasing mortgage bonds or 
notes, and that is to inform yourself 
from unbiased sources as to the char- 
acter of securities offered. When and 
if the District of Columbia has an 
adequate law covering the issuance 
and sale of securities, consult the of- 
ficials charged with the administra- 
tion and enforcement of such laws. 
Get the advice, preferably, of the 
trust officer of your bank or trust 
company on the character of the se- 
curity. By all means, consult your 


(Continued on Page 18) 
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~ Ethics of Alien Competition 


I OUR last issue we tried the experiment of placing 








before our readers with considerable emphasis the 

fact that millions of dollars of insurance premiums 
on coverage in this country are handled by alien stock 
companies. As an introduction to this information we 
ran an editorial quoted from a certain large national 
magazine calling attention to the current agitation in this 
country to “Buy American.” This action on our part 
and the method used proved to be quite as startling in 
its reaction as it was designed to be. 

It was designed to confront certain groups of stock 
companies and their agents with the very apparent incon- 
sistency of their position when they bring up the “buy at 
home” argument in soliciting business in their various 
localities. Indeed, our December editorial might never 
have been run at all if we had not been faced recently 
with a series of most exasperating instances in which the 
home-town whimper was used, in an attempt to create 
sympathy, by stock agents representing companies as far 
away as Switzerland and Japan. This, together with 
the appearance of a new pamphlet distributed by the 
stock-fostered anonymous “Committee on Publicity and 
Education” and distributed also by agents representing 
alien companies, branding mutual insurance as social- 
istic, communistic, and a menace to our national life and 
security, seemed to call for some strong statement which 
would put a stop to the stock boast that their companies 
were the only and original friends of the American 
people. 


EPRESENTATIVES of alien companies are 

among those threatening reprisals against the Y. M. 
C. A., because it has now placed its insurance in mutual 
fire insurance companies. 

Representatives of alien companies in soliciting the 
business of insuring public property in the United States 
have often done so on the basis of the keep-your-money- 
at-home plea when the source of the competition was 
an American mutual fire insurance company. 

Alien companies have helped defray the cost of pub- 
licity bureaus whose speakers paraded across the country 
decrying the entrance of government into business while 
at the same time waving the red flag of anti-mutual mis- 
representation. 

Representatives of alien companies are among those 
active in the self-styled “Reciprocity Group” which has 
directly or indirectly sought to intimidate the owners of 
American business enterprises that are insured in, or 
contemplating taking out insurance in, American mu- 
tual companies. 

Three hundred and forty-seven million dollars! 


Whether all of this amount goes to the lands across the 
sea (and, of course, it does not) is beside the point. 
Certainly American companies were minus this amount 
of possible business. This huge amount of premium was 
handled for the ultimate benefit of alien officials and many 
stockholders with whom a policyholder in Boston, Cleve- 
land, Chicago, Des Moines, Omaha, or San Francisco 
has little in common when it comes to keeping insurance 
money in the home bailiwick. Thus, before the prospec- 
tive insured pauses to weep on a stock agent’s shoulder 
because he has been tempted by a mutual to send his 
insurance dollars a few miles away from Main Street, 
he should look the solicitor in the eye and find out by 
vigorous questioning whether the stock partisan is taking 
final orders from London, Zurich or Tokio. 

Anyway, the complaint that the mutuals lure money 
away from the home-town will not hold water. In prac- 
tically every instance, more money remains in and around 
Main Street under a mutual transaction than when stock 
policies are written. The amount coming back to the 
assured in the way of mutual dividends is in general more 
than the stock agent keeps for his commission, and surely 
the latter cannot think his clients are so simple as to 
believe that he spends all of his income within his own 
community. Moreover, there are many mutuals who 
have agents and pay both commissions and dividends. 

DO> 

HEN an argument which is known to be false by 

the companies using it is employed by the agents 
and representatives of alien companies we feel that we 
are entirely justified in calling the attention of the 
proponents of the “Buy American” movement to the 
fact that there are alien insurance companies competing 
unfairly with companies entirely American. 

We believe that by identifying the large number of 
alien companies operating in the insurance field, includ- 
ing the apparent American companies owned and con- 
trolled abroad, we are rendering a real service to the 
insurance buyer. Such information which he ordinarily 
does not get from his agent) should enable him to ex- 
ercise his independent judgment in the placing of his 
insurance just as he exercises it in the placing of other 
purchases. It cannot be gainsaid that the millions of 
Americans who are sincerely interested in buying Amer- 
ican should have before them the data necessary for the 
making of an intelligent choice of carriers. 

We submit that there can be no objection to alien 
insurance if it is solicited according to the rules of 
legitimate competition. Some of the old world carriers 
are among the strongest and most reliable institutions of 
their kind in the world, and a number of their United 
States managers are outstanding insurance experts. 
They give excellent service, pay their losses promptly 
and have a stability which even the crisis of the last few 
years could not shake. If they can satisfy any business 
man that their brand of protection is equal or superior 
to that of other companies asking for the privilege of 
underwriting risks, it would be no part of our program 
to raise the cry of “alien” against them. 

But if these companies compete unfairly by discrim- 
inatory practices, such as rate manipulation, and have 
the effrontery in the competitive struggle for business to 
raise the cry of un-Americanism, socialism and com- 
munism against hundred-per-cent American institutions 
operating strictly in accordance with sound American 
business principles, then their alien ownership may 
properly be brought to the forefront. 

QO 
O* THE whole we have been well pleased with the 
reaction occasioned by the reprinting of the Satur- 
day Evening Post’s editorial along with a list of the 
(Continued on Page 18) 
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~ Lite-Lights Against a Business Background 


flags hanging at half-mast. The 

nation was saluting the memory 
of one of its sons whom it had sig- 
nally honored in his lifetime. Calvin 
Coolidge, the twenty-ninth president 
of the United States, was dead. I 
realized that in every city, town, and 
hamlet throughout the length and 
breadth of the land, flags were paying 
their mute but beautiful tribute, and 
the hearts of men were sobered and 
saddened by the passing of one who 
had found his way peculiarly into the 
affections and confidence of the Amer- 
ican people. 


F:: )M my window I could see the 


I had been reading that morning 
an excerpt from the voluminous re- 
port on social trends, prepared by a 
commission of eminent economists, 
sociologists, and political scientists 
summoned to that task by President 


Hoover. When the waves of the 
world depression broke upon _ the 
shores of the United States, the 


President, thoughtful for the future, 
and conscious as all reflecting men 
must be that we are living in perplex- 
ing times, asked those men of wisdom 
to make a study of the nation’s 
life, in all its aspects, and chart, 
so far as human judgment could, the 
currents and trends that aré shaping 
destiny. For three years they labored. 
In two large volumes they have pre- 
sented their findings. Much material 
has been assembled that may well en- 
gage the minds of those who seek to 
lead in the major fields of American 
activity. Dispassionate and scientific 
opinions have been expressed that are 
both admonitory and encouraging. 


WAS reflecting on two paragraphs 

quoted from that report on social 
trends when the half-masted flags on 
which mv meditative gaze was resting 
gave a new but not unrelated twist 
to my thought. They evoked a pic- 
ture of a slim, neat, and somewhat 
angular figure against the background 
of New England hills and New Eng- 
land tradition. And the figure grew 
from its physically inconspicuous 
proportions until it seemed to domi- 
nate the national landscape, and, by 
that strange magic which resides in 
the imagination, I felt the qualities 
that were responsible for its remark- 
able growth. And I felt that in them 
lay the answer to some of the doubts 
which the comment of the learned 
authorities had raised in my mind. 


Flags at Half Mast 


By S. J. DUNCAN-CLARK 


Let me give you, first, the para- 
graphs that had disturbed me and set 
me thinking. Here they are: 

“Of the great social organizations, 
two, the economic and the govern- 
mental, are growing at a rapid rate, 
while two others, the church and the 
family, have declined in social sig- 
nificance, although not in human 
values. Church and family have lost 
many of their regulatory influences 
over behavior. 

“The committee does not wish to 
assume an attitude of alarmist irre- 
sponsibility, but it would be highly 
negligent to gloss over the stark and 
bitter realities of the social situation 
and to ignore the imminent perils in 
further advance of our heavy tech- 
nical machinery over crumbling roads 
and shaking bridges.” 

QOS 


HERE is food for thought in 

those paragraphs. “Crumbling 
roads and shaking bridges” is, of 
course, figurative language. It con- 
veys no criticism of our builders in 
cement and structural steel. It is a 
warning, rather, that those agencies 
which build the ethical substructure 
of material progress are failing te 
keep essential foundations in repair. 
The consequences have been seen in 
the collapse of great financial organi- 
zations, such as the Insull utilities, 
in the failure of many banks when 
pressure became too strong upon the 
shell in which the kernel of honesty 
had shrivelled, and the frequent dis- 
closures of graft and fraud and wan- 
ton extravagance in government. It 
is evident that society is endangered 
if the underpinning be not strength- 
ened. 

The America that we knew in the 
days before the bubble burst—arro- 
gant, self-praising, glittering with ex- 
ternal ornament and glamorous with 
the lure of false values—is not the 
real America. It was a feverish, men- 
tally and morally disordered country. 
No man who has regained his sober 
senses wants to go back to it. No 
sane American in his heart sincerely 
admired his country in that hectic 
role. And proof of that statement may 
be found in the high esteem to which 
the little Vermonter, Calvin Coolidge, 
rose in the eyes of his countrymen. 

For, jest as we did about him, or 
complain as some of us did because 
of his imperturbable attitude toward 
matters which we thought called for 
vehement words and gestures, in a 





remarkable way he held our deep re- 
spect and confidence. We saw in him 
qualities that we were proud to call 
essentially American, even though we 
did not emulate them in our own con- 
duct. 


In the re-emphasizing of those 
qualities lies the renewal of a sound 
American life. 

Among them several may be noted 
as of chief importance. 

There was an element of funda- 
mental common sense in Calvin Coo- 
lidge; and by that I mean a capacity 
to judge what is truly worth while 
and what is meretricious, what will 
work and what is impracticable. He 
had a New England pragmatism, a 
capacity for hitching his idealism to 
an effective technique. 

Akin to this quality was that of a 
fixed devotion to simplicity of living. 
For Calvin Coolidge an over-elabo- 
rated life was a cluttered life, in- 
capable of realizing its finer possi- 
bilities. Things had for him their 
value in utility rather than in mere 
pride of possession. Excessive orna- 
mentation, ostentatious luxury were 
to him vulgarities. He knew that they 
neither made a great personality nor 
furnished a home with happiness. To 
him they were the gawdy disguises 
of impoverished minds and _ spirits. 
Hence he was free from that envy 
which has betrayed so many into ex- 
travagant folly. Keeping up with a 
wealthier neighbor never was a 
Coolidge incentive. 


* RD FOG 


Ni MING of that virtue leads 
logically to emphasis on another 
—a basic honesty which characterized 
his dealings with his fellows. He 
made neither pretense nor pretension. 
He was what he appeared to be in his 
words and deeds. In all his many 
activities as a public official, rising 
from minor office to the White House, 
no breath of calumny ever sullied his 
reputation for inflexible integrity. He 
was in the public eye throughout his 
career, and that eye found no flaw 
in his honor. No shady financial af- 
filiations, no dubious business deals, 
no self-profiting transactions at the 
expense of public interest can be 
charged against him. Men _ trusted 
him. He was cannily shrewd; he was 
wisely thrifty, but he was honest. 


There is much more that could be 
said about him to his credit, but these 


(Continued on Page 20) 
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Alien Companies 
(Continued from Page 16) 


controlled institutions. If it has done 
nothing else, at least it has been a 
means of education to a number of 
stock insurance agents who never be- 
fore had thought over the propriety 
of carrying on a home-town trade 
campaign with one hand, and passing 
the business across the sea with the 
other. 


Perhaps we have stirred up enough 
talk for the moment. Aliens aren’t 
such bad folks in many ways. If 
they take money from us, it is done 
with pleasant finesse. But we are 
not going to hand them our insurance 
business on a silver platter. If they 
get it, let them earn it by open 
and above-board competition, which 
shows their true colors. From now 
on the four-flushing stock agent rep- 
resenting alien companies who talks 
glibly about “Americanism and keep- 
ing your money in your home local- 
ity” is going to have to do his little 
song and dance to some other tune, 
and we suggest “Brother, Can You 
Spare a Dime?” 


New Farce by Stock 
Agents is “Thumbs 
Down for Y.M.C.A.” 


TdRRING news reaches us from 
~ the stock company front where 

all is not quiet. Infamy has 
reared its head among policyholders. 
The Y. M. C. A., an institution here- 
tofore close to the heart of the stock 
agents, has committed the unpardon- 
able sin. With little warning, and no 
shame, it has broken the silver cord 
which bound the organization to 
Hartford Connecticut. Comes the 
dawn and the mutuals are plainly 
seen to have made off with this 
coverage. 


A nefarious business this, not to 
be countenanced in our country. A 
council of the mighty is being held, 
minus perhaps the redoubtable Edson 
Lott for unnamed reasons. Brows 
grow moist under the strain of deep 
thought, and like a flash of inspira- 
tion the solution to the whole matter 
comes from between firmly clenched 
teeth. The miscreants must be pun- 
ished. Ho ye heralds! Let ring 
throughout the land the terrible word 
“BOYCOTT.” 


Whereupon the stock insurance 
world is ordered to let the left hand 
know exactly what the right hand is 
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doing in supporting the Y. M. C. A. 
This worthy organization has had the 
good will of the thousands of com- 
munities which it serves. But the 
stock agents apparently have not been 
interested in the cultural aspects of 
the “Y.” They have contributed be- 
cause it was a source of profit to 
themselves. In this they are unlike 
the merchants, the professional men, 
the general run of citizens who un- 
lock their generous impulses without 
first reckoning what it will be worth 
to them financially. 


FS 


F the Y. M. C. A. should change 

from coal to oil for heating 
would the coal dealers cancel their 
subscriptions; if paper towels were 
used would all the linen manufac- 
turers tear up their pledges; if the 
gymnasiums were finished with wax 
instead of varnish would all the paint 
makers close their purses; if a 
“Chevy” truck hauled equipment to 
a “Y” camp in the mountains, would 
all the Ford dealers banish the organ- 
ization from their thoughts? 


Silly isn’t it, when the stock insur- 
ance boycott idea is compared with 
the attitude of other business people! 
Soon perhaps the stocks will refuse 
to eat in a mutually insured restau- 
rant, to sleep in a mutually insured 
hotel, or attend a mutually insured 
theatre. What will they do when mu- 
tual coverage becomes so widespread 
that they cannot find a stock insured 
hearse in which to take their last long 
ride? 


Unasked Advice 


T CERTAINLY does beat all 

how the American Agency Bul- 

letin finds itself concerned for 
the safety of mutual policyholders. 
Someone on the staff has discovered 
that the Factory Mutuals operate on 
the basis of a deposit premium of 
considerable size. Immediately the 
publication rushes to the defense of 
the assured who is said to be forced 
to withdraw capital from his own 
business and lose a large amount of 
interest which, if figured in, makes 
the margin of difference between the 
stock and mutual rates appreciably 
narrower. Accompanying is a car- 
toon showing a stock insurance agent 
who, after apparently having broken 
into a mutual insurance company 
strongbox, abstracts therefrom the 


deposit premium and hands it to the 
distressed business man who regards 
it as a gift from the gods. Nearby 
the illustration is the sentence in 
italics: “Are stock company agents 
taking full advantage today of their 
present opportunity to show Amer- 
ican Industry how it can profit by 
retaining its own money for its own 
use?” And farther along the counsel 
is given that “Why, then, should it 
be difficult for any stock company 
agent to show a manufacturer how he 
can unlock the deposit premium tied 
up with a mutual, that is, an assess- 
ment company, and for a fraction of 
it buy stock insurance; for the first 
cost is the last, and there is no dan- 
ger of assessment, thereby releasing 
the most of it for his own present 
need ?” 


Se 


F THE giving out of such infor- 

mation is a sample of the service 
which the stock agent offers to 
clients, no wonder so many of his 
kind have the reputation of needing 
a grain of salt applied to their sales 
talk. For business men have long 
ago found that net mutual costs for 
coverage continually show an advan- 
tage over the stock company charge. 
Any fiddling around with figures in 
an attempt to frighten a business man 
who has even an average amount of 
foresight will fail in its final conclu- 
sion. The Factory Mutuals have 
always been able to take care of 
themselves with abundant ease and 
if they lose a line here and there be- 
cause of stress of economic circum- 
stances, or because of undercover 
rate manipulation, one has only to 
look at their record of business in 
force to see that the effort of a 
stock company agent to harm such a 
substantial institution is very much 
like butting his head against a stone 
wall. 


Very significant is another para- 
graph which reads: 


“While agents of stock companies as a 
rule prefer to sell on the basis of the 
strength of protection offered, and the con- 
tinued service they can and do render, the 
business principle of the right of invested 
capital to make a profit, and the inherent 
soundness of the stock insurance system, 
time and again they are forced to meet 
mutual competition based on alleged cost 
saving element alone, in which cases they 
are sometimes prone to admit themselves 
defeated.” 


Which is probably the reason that 
so many of the representatives of 
stock companies are beginning to in- 
quire about the possibility of secur- 
ing seats in the swiftly moving mutual 
bandwagon. 
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Paramount Insurance Problems 
By HOWARD P. DUNHAM 


Insurance Commissioner of Connecticut 


EARS of deflation, when inven- 

tories are shrinking in value, 

when real property is standing 
almost idle, when funded debt and 
capital structures must be reduced 
because business volume is not suffi- 
cient to support them, uncover a myr- 
iad of problems sticking up through 
the mud flats of the insurance world 
like the refuse left on river banks 
after the flood has passed. While the 
swollen waters are at their height, 
these problems are submerged, invis- 
ible, or they are carried swiftly with 
the current, passing out of sight 
almost before they are recognized. 
The flood having receded, the river 
once more flowing in its old course— 
indeed, in this instance it might be 
more accurate to say having shrunk 
to a creek—it becomes necessary for 
the townspeople to get together, to 
cooperate in removing the debris so 
that the insurance world may once 
more resume normal operations. It is 
this cooperation between insurance 
companies, insurance agents, the press 
and the state insurance departments 
which must be practiced today so that 
the problems which confront the In- 
surance Industry, in large part arising 
from the period of deflation, may be 
settled. The solution of these prob- 
lems, however, must be accomplished 
in such a manner that there is a defin- 
ite benefit to the insuring public, for 
only thus can there result a resump- 
tion of the phenomenal growth of the 
insurance industry. The companies, 
the agents, the press and the state in- 
surance departments have a real and 
sacred obligation to countenance and 
to uphold only proper practices and 
to frown upon and eradicate those 
activities which tend to injure a 
policyholder. 


Some of the more prominent and 
perplexing problems facing the var- 
ious divisions of the insurance indus- 
try, in most cases, have attained their 
prominence because we are just enter- 
ing the fourth year of a major busi- 
ness depression and the long strain of 
an almost continuous decline of secur- 
ity prices, commodity prices and busi- 
ness volume has exacted its toll. 

DOD 

CASUALTY AND SuRETY INSURANCE 

NE of the paramount problems 

confronting surety business 
during 1931 and the early part of 
1932 was the large and sudden losses 
on bank depository bonds. With the 
establishment of the Reconstruction 
Finance Corporation, the wholesale 
closing of banks in evidence during 


the period mentioned has been mate- 
rially reduced and the surety com- 
panies are, apparently, no longer con- 
fronted with large losses on this ac- 
count. The depression has revealed, 
however, that in many cases the surety 
companies showed an abysmal 
ignorance of underwriting principles 
which should have been applied in the 
writing of bank depository bonds. In 
some cases, the surety companies 
made a totally inadequate investiga- 
tion of a bank’s affairs before the 
bond was underwritten. In other 
cases, where a partial investigation 
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was made, the knowledge obtained was 
useless because the company did not 
possess an underwriter to whom the 
information was of value. To some 
extent, these bank depository losses 
were the fault of the agents and were 
risks that would never have been 
written if the agent had been careful 
in his selection, rather than desirous 
of his commission. Practically the 
same situation existed in relation to 
the writing of contract bonds. For- 
tunately, there is and will continue to 
be a large percentage of salvage from 
both these classes of losses and as the 
closed banks are liquidated and as the 
bonded projects are completed and 
their ownership transferred, the in- 
surance companies will receive funds 
which will be used to offset losses 
during coming years. 


Very early in the depression, most 
of the casualty and surety companies 
which had been writing mortgage 
guarantee business ceased doing so. 
However, the last two years have re- 
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vealed the folly of writing this kind 
of business by the sort of methods 
that were employed. In a number of 
companies the mortgage guarantee 
business was underwritten at the 
home office by a force totally un- 
familiar with the property, which had 
been mortgaged and which based its 
decisions, guaranteeing the perform- 
ance of mortgage contracts, upon in- 
formation furnished by appraisals, 
agents, hearsay, etc. Time and busi- 
ness deflation have definitely proven 
that such underwriting procedure was 
inadequate. In this field, there will 
doubtless be a large salvage, but the 
process of obtaining this salvage will 
be slow and expensive and, mean- 
while, the companies’ funds, which 
could have been used to far better 
advantage elsewhere invested in secu- 
rities returning a reasonable rate of 
income, are tied up indefinitely. 


SOX 


IKE disability provisions of life 

insurance policies, workmen’s 
compensation insurance losses have 
proven the inadequacy of the rate 
schedules. This condition has been 
aggravated also by the enormous in- 
crease in unemployment and in low 
wages resulting from part-time em- 
ployment. Injured workmen, because 
of these facts, have attempted to 
augment meager incomes through 
milking the insurance companies. 


Automobile liability business, as a 
whole, has been unprofitable to the 
casualty companies, not only because 
of the attitude taken by most juries 
towards insurance companies, but 
also because claimants under liability 
policies have increased their claims, 
trying to offset their business losses 
by obtaining money through the in- 
surance companies. Companies and 
the state insurance departments are 
obliged to see that the public receives 
prompt and just settlement of these 
claims, but in order to assure the pub- 
lic the lowest possible net cost for 
automobile liability insurance, it is 
their duty to see that unjust claims in 
exaggerated amounts are not paid. 


Numerous defalcations and em- 
bezzlements have appeared in the 
period 1929-1932 when employees of 
financial institutions, unable to cover 
their losses in the stock market 
through any other means, have stolen 
money from their employers. The 
solution to this problem, from the 
insurance standpoint, probably lies in 
a more careful selection of risks on 
the part of agents. Here again, many 
risks have been undertaken by the in- 
surance companies which should 
never have appeared on the books 
and which probably would not have 
appeared on the books, had it not 
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been for the insistence of some agent 
looking for his compensation. 

It has been pointed out by a num- 
ber of competent authorities that the 
capital invested in casualty and surety 
business is considerably lower in pro- 
portion to the volume of business 
transacted and to total resources than 
in the fire and marine insurance busi- 
ness. The result of this condition 
has been that when investments shrink 
in value and huge losses on under- 
writing appear, both contingencies 
directly attributable to the depression, 
there is insufficient protection for the 
policyholder, since the capital and 
surplus is quickly absorbed. For- 
tunately, again, the number of casulty 
and surety companies which are em- 
barrassed is relatively small. Even 
so, it is larger than the number of 
fire insurance companies. For the 
protection of the insuring public, it 
is advisable that these companies, of 
their own accord, merge, reinsure or 
liquidate gradually before it becomes 
necessary for the state authorities to 
step in and force the program. 


FrreE INSURANCE PROBLEMS 


ERIOUS problems also confront 

the fire insurance industry, 
though none of them are as difficult 
of immediate solution as the other 
two branches of the industry. The 
shrinkage in premium volume caused 
by the lower values on properties and 
smaller inventory amounts will un- 
doubtedly be reversed as business and 
prices approach normal. This condi- 
tion can be considered a temporary 
one, therefore, and one which the 
companies can meet through reduc- 
tion in expenses and through careful 
selection of risks. 

A distinct increase in the moral 
hazard on fire risks is always a con- 
commitant of business depression. 
The moral hazard is serious to the 
fire insurance companies, but not to 
the same extent as the similar moral 
hazard in indemnity insurance or life 
insurance. Here, again. the selection 
of risks, with the agent taking a 
prominent part is the only evident off- 
setting factor. 

Fire insurance companies, as a 
whole, show a greater ratio of capital 
and surplus to total resources and 
business written than do the casualty 
and surety companies, but it is per- 
fectly evident, from the condition of 
many companies formed during boom 
years, that the sole purpose of the 
formation of these companies was to 
speculate in the stock market and not 
to engage in true insurance business. 
These companies, like the weaker 
casualty and surety companies, must 
gradually be absorbed or their port- 
folios must be re-arranged to con- 
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form with the investment principles 
of the older, well-established com- 
panies, so that a sound operating basis 
may be obtained. 


Si 


GENERAL PROBLEMS 


IRE and casualty companies both 

have reported relatively larger 
amounts in overdue balances from 
agents, during the past few years. In 
large part, this has been due to the 
difficulty which the agents are exper- 
iencing in collecting premiums from 
the assureds. In part, however, it 
has been due to the fact that agents, 
in financial trouble themselves, have 
employed company funds for their 
own uses. This is a practice which 
is dangerous to the insurance indus- 
try, is a distinct injury to the public 
and a costly loss to the companies. 
Only a more careful selection of 
agents and a more careful examina- 
tion, on the part of state insurance 
departments, of applicants for agents’ 
positions can mitigate this evil. An- 
other problem of similar nature 
arises in free insurance, an abuse 
which is becoming more frequent. 
Free insurance arises from the fact 
that policies are issued before they 
are paid for and the assured is given 
a period of grace, ranging from 30 
days to 60 days, to pay for his in- 
surance. Some unscrupulous per- 
sons have obtained their insurance in 
this manner and, at the expiration of 
the period of grace, have refused to 
pay the premiums. The usual pro- 
cedure then is to apply for insurance 
in another firm, again written for 
nothing for a period of 30 to 60 days. 
If a loss occurs meanwhile, the as- 
sured claims he is covered and pro- 
ceeds to collect under his policy. This 
practice can only be stopped by either 
refusing to issue a,policy until it is 
paid for or by the agent selecting 
carefully only those risks which he 
knows to be financially responsible. 
Free insurance is a source of expense 
to the companies and is a form of 
credit service which it might be well 
to eliminate. 


Throughout the boom period, liter- 
ally hundreds of companies were or- 
ganized and capital poured in by the 
millions. The shrinkage of premium 
volume, in investment portfolios, and 
the increase in loss ratios definitely 
proves there is not room enough in 
the business for all of these com- 
panies. The next few years will prob- 
ably witness a deflation of this capital 
through mergers, consolidations, re- 
insurance and liquidations, so that the 
capital base will be reduced to a point 
where the premium volume can sup- 
port it. If this program is not under- 
taken by the companies themselves, 


it will be the duty of state insurance 
departments to eliminate gradually 
the weak situations without sufficient 
financial backing and to eliminate 
them in a manner which will cause the 
least harm to the insuring public. It is 
the duty of the Insurance Department, 
furthermore, to see that unnecessary 
duplication of expense in connection 
with the business of insurance is 
avoided, so that the insuring public 
cost consistent with efficient and 
receives its protection at the lowest 
equitable management. 


Life-Lights 
(Continued from Page 17) 


things which I have stressed are the 
signposts on the road back to national 
health and a reasonable prosperity. 
If Americans will discipline them- 
selves in the practise of these virtues 
they can rebuild the ethical founda- 
tions of their political and economic 
life; they can lay beneath it firm 
roads and bridges that will not shake. 
Home and church and school must 
renew their efforts to teach the com- 
ing generation what are life’s true 
values and the importance of honesty 
as the basis of all secure achievement. 


Si 


A RATHER unique 
type of case book on 
insurance law has 
been prepared by Edwin W. Patter- 
son, Professor of Law, Columbia 
University. As its title indicates, 
“Cases and Materials on Insurance,” 
it is something more than a case 
book. The cases included are excel- 
lent selections of the older leading 
cases and of newer cases illustrating 
modern views and trends. While pre- 
pared for the classroom, as indicated 
by numerous questions, the work is 
a valuable addition to the library of 
any insurance lawyer or insurance 
company. The questions themselves 
are thought-provoking queries rather 
than examination questions. The 
historical notes and comments on the 
business and practice are interesting 
and show Professor Patterson’s 
breadth of view. Such notes and the 
notes on “satellite” cases evidence the 
same spritely but accurate analysis 
shown in his “The Insurance Com- 
missioner in the United States.” A 
practical feature is an entire chapter 
on “The Adjustment of Claims.” 
There is also a valuable appendix 
giving illustrations of policy forms 
and endorsements, examples of rating 
systems, etc. The work is in one 
volume and is published by Com- 
merce Clearing House, Inc., Chicago, 


$6.00 


Unique Book 
On Law 
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Duting the Hey-Day of 1928-29 Stock Exchanges Were Busy Brewing Disasters for 1931-32 


Diversifying Investment Programs 


Stressing the Importance of Intelligent Distribution of Different Types of 
Stocks and Bonds In Portfolios of Companies 


N a practical investment program 
for a mutual fire insurance com- 
pany today', how can we best 

protect ourselves against these “‘rec- 
ognized limitations in investment 
knowledge and judgment of all of 
us?” Mr. Black? indicated to us 
when he spoke earlier that experience 
had demonstrated that there is a po- 
tential risk in any one type of in- 
vestment. He suggested, however, 
that I might have the temerity to 
recommend the ene type that would 
be most satisfactory for you to 
carry over the next five or ten years. 
[ promise you that I shall never make 
that attempt because I do not believe 
there is any one type of investment 
that any of us can say will provide 
certain protection against the un- 
known contingencies of the future. 
In my opinion, Mr. Black struck the 
keynote of intelligent and conserva- 
tive investing when he pointed out 
that every type of investment carries 
a potential risk factor and the only 
practical protection against these po- 
tential dangers is through application 


_ | The views expressed here are presented for the 
information they contain and do not necessarily 
represent in all respects the policy of the Journal 
of American Insurance. 

* Mr. Rose here referred to Mr. S. Bruce Black, 
President of the Liberty Mutual Insurance Com- 
pany of Boston. 


By DWIGHT C. ROSE 


Of Brundage, Woodward, Story and Rose 
Investment Council 
Excerpts from an Address Before the Mutual Con- 
vention at Columbus, Ohio 


of the sound insurance principle of 
diversification of risk. 

Even low yield does not always 
indicate safety. Many securities with 
essential protective features do have 
a low yield but it is not the low yield 
that provides that safety. In the 
early 1900’s we had about the lowest 
yield ever experienced on high grade, 
long term bonds, yet during the fif- 
teen or twenty years following they 
turned out to have been about the 
poorest investment risk that our 
banks and insurance companies had 
carried over this period. Declining 
interest rates prior to 1900 had 
served to bring about a gradual in- 
crease in the market value of long 
term bonds. This history of appreci- 
ating values added gradually to the 
popularity of long term bonds and 
finally at the height of their popu- 
larity our banks and insurance com- 
panies made their heaviest concen- 
tration in long term bonds selling on 
a very low yield basis. When, how- 
ever, a change in the trend of interest 
rates took place, long-term bonds 
suffered most severally because they 


had so far to fall from the high posi- 
tion of popularity that they had 
attained. 

DOD 


E have recently seen a similar 
development, although much 
more exaggerated, in common stock 
values. Many people in 1928 and 
1929 "believed that common stocks 
had gradually entered a preferred in- 
vestment position because of the 
continually lower yields provided. I 
make this statement not from an aca- 
demic standpoint but from actual 
experience that I have had with hun- 
dreds of investors over the last ten 
years. There was a growing feeling 
in the late 20’s that low yield denoted 
safety and a preferred position for 
common stocks so that many inves- 
tors who had owned only bonds be- 
fore, felt encouraged to go into the 
market and buy common stocks on a 
so-called “investment” basis. Here, 
as with long term bonds in the early 
1900’s, the unwarranted popularity, 
indicated by the extraordinarily low 
yield, represented perhaps the great- 
est element of risk that should have 
been apparent to the man with a 
broad investment perspective. 
Railroad securities, both stocks and 
bonds, in the early 1900’s were looked 
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upon as the premier investment in the 
United States. As you probably 
know, the portfolio of the English in- 
surance companies were comprised 
almost entirely of railroad securities. 
They wouldn’t consider industrials. 
One insurance Department stipulated 
definitely against industrial stocks for 
insurance companies and as a result 
many companies in that state which 
have concentrated in railroad securi- 
ties have suffered because of that 
restriction. 

Before the war the Prussian Gov- 
ernment enacted into law a provision 
that prohibited German life compa- 
nies from owning common stocks. 
Then the extreme decline in the mark 
resulting from excessive inflationary 
measures after the war made it im- 
possible for the German companies 
to maintain reserves even in the in- 
flated mark because their expenses of 
operation had increased so spectac- 
uarly. After successfully weathering 
the high mortality experienced dur- 
ing a disastrous war the German life 
companies were all forced to the wall 
because they were not permitted to 
own investments that would have 
protected them against the forces of 
inflation. A moderate percentage in- 
vested in the common stocks of Ger- 
man industries would have enabled 
these life companies to stand the post 
war inflationary movement and to 
meet all policyholders’ claims with 
ease. 

And let us not brush aside this con- 
sideration of excessive inflation that 
took place in Germany as entirely out- 
side the realm of possibility in this 
country. In the Summer of this year 
(1932) when we were all wondering 
whether our banking system was go- 
ing to stand the strain or not, I am 
sure that there are a good many who 
could envisage the possibility of radi- 
cal currency inflation in this country. 
And unless a revival in business in 
the near future begins to offer some 
relief to harassed debtors, that pos- 
sibility is still with us and any con- 
servative program should, if possible, 
provide moderate protection against 
it. We must remember that all such 
developments are man-made. They 
emanate from human emotions and 
when you have more people wanting 
inflation than want deflation, wanting 
it badly enough and for a sufficient 
length of time, they are going to get 
it. And so, the more practical experi- 
ence we have with actual investment 
programs over a period of years the 
more I: believe we shall be inclined to 
conclude with Mr. Black that the 
only sound approach to a conserva- 
tive investment policy is one embrac- 
ing an intelligent diversification of 
potential risks; a policy wherein it is 
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not essential for us to presume to 
know what is going to happen in the 
future to each type of security. 

Following out this principle of di- 
versification of risk and after careful 
consideration of the investment ob- 
jective of mutual fire insurance com- 
panies we have indicated our ap- 
proach to a sound investment policy 
for mutual fire insurance companies 
as follows: 


to corporations organized under the laws 
of the United States or of one of the sev- 
eral States, whose securities are listed and 
regularly traded in on one or more of the 
major exchanges of the United States, with 
a total capitalization of at least $20,000,000 
whose annual net earnings for the seven 
years preceding purchase thereof shall 
have averaged at least twice the interest 
and dividend requirements on all bonds, 
debentures and preferred stocks, and where 
the principal amount of all fixed obliga- 
tions shall not in the aggregate exceed, in 








APPROACH TO INVESTMENT POLICY FOR MUTUAL FIRE INSURANCE 
COMPANIES 


I. Loss RESERVE: 


Short Term U.S. Government Bonds and/or Bank Deposits... 


Il. UNEARNED PREMIUM RESERVE: 


Min Max. 
100% 


(a) Short Term U.S. Government Bonds and Bank Deposits...50 to 100% 

(b) Diversified High Grade Long Term P.U., R.R., & Ind. 
Bonds (never more than amount of surplus)............... 0to 50% 

III. Surptus: 

(a) Short Term U.S. Government Bonds..............cceeee 0 to 100% 

(b) Diversified High Grade Long Term P.U., R.R., & Ind. 
J ASRS GREE a Or UA Ritayrar ee Ser eR aye e> arge ty Meas Maula ON 0to 50% 

*(c) Selected and Diversified Common Stocks (never more than 
totel amount 2 Long Term Bonds)... 0... sceccccceces 0 to 100% 


*Common stocks may be carried on books 
at 75% of cost, amortized to 100% of cost 
gradually over 10 year period, provided 
that amortized values are never greater 
than market. Not more than 5 per cent of 
the amount invested in common stocks 
should be invested in the stock of any one 
corporation, and the total investment in 
any one corporation should not constitute 
more than 2 per cent of the outstanding 
stock of that corporation. 

These investments should be restricted 
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INDEX OF INDUSTRIAL STOCK VALUES, 1901-1932 


Under the Drrwetaen 
of DWIGHT C. ROSE 











the case of public utility and railroad cor- 
porations 60 per cent, and in the case of 
all other corporations 40 per cent, of the 
company’s total capitalization. 


DOD 

APPROACH TO INVESTMENT POLICY 
ET us now look at this outline of 
an “Approach to Investment 

Policy for Mutual Fire Insurance 

Companies.” In working out this 
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The solid foundation for rising stock prices during the past thirty years, in the terms 


of earnings plowed back by the companies in question, is here illustrated. 


It is apparently 


indicated that on the basis of actual capital invested, deflated to 1913 commodity price 
scales, present values for stocks are below normal. 
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RELATION OF INVESTMENT POLICY TO RESULT - 1903 - 1931 
25 LARGEST UNITED STATES FIRE INSURANCE COMPANIES (1932) 
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The investment results attained by twenty-five of the leading stock fire insurance 
companies are shown correlated to the amount of their investments in common stocks. 
The generally lower return received by the companies which confined their investments 
to bonds rather than stocks is well illustrated. 


problem we have divided liabilities 
into Loss Reserve, Unearned Pre- 
mium Reserve and Surplus. 


In the case of fire insurance com- 
panies the Loss Reserve is usually 
very small and almost immediately 
payable so we suggest that 100% of 
the loss reserve be carried in short 
term U. S. Government bonds or 
cash ; in other words, the most liquid 
investments available. 


Of the Unearned Premium Re- 
serve, we have suggested 50% as a 
minimum .be carried in these same 
liquid investments, with a maximum 
of 100% if the surplus position of 
the company does not justify the in- 
clusion of fluctuating long term in- 
vestments. A maximum of 50% of 
the Unearned Premium Reserve we 
suggest might go into long term high 
grade diversified public utility, rail- 
road and industrial bonds, provided 
the investment in such long term 
bonds is never more than the amount 
of the Surplus. 


For the Surplus we suggest a 
maximum of 100% may be put into 
highly liquid short term bonds if the 
amount of. surplus does not provide a 
sufficient cushion to absorb fluctua- 
tions in long term investments. Up 
to 50% may be in diversified long 
term bonds. And a maximum of 
100% may be in common stocks, pro- 
vided the amount. in common stocks 


is never more than the total amount 
in long term bonds. 


The purpose of this general ap- 
proach is to insure, first, that we have 
adequate liquid reserves to protect 
the company’s financial integrity at 
all times ; and second, as we introduce 
long term investments, that we have 
a balance of the potential risk factors 
involved in these more remunerative 
holdings, long term bonds on the one 
side and common stocks on the other. 
By that plan we do not rely exclu- 
sively upon either type of investment 
nor upon our ability to forecast fu- 
ture trends for the protection of our 
primary investment objective of 
maintenance of market value and 

liquidity. 


23 


I will not stop here to enlarge on 
the explanation in fine print at the 
bottom of the “approach to invest- 
ment policy” as given above except 
to comment on the plan for carrying 
common stocks at 75% of cost, 
amortized to 100% of cost gradually 
over a period of years. | have put in 
that provision because I think if it is 
followed it will force an investment 
committee to recognize at all times 
the potential risk involved in owning 
common stocks. Such a provision if 
strictly adhered to should dissuade a 
committee from going heavily into 
common stocks when surplus is inade- 
quate, because every time they buy 
common stocks 25% of it must be 
put into a reserve for security de- 
preciation with a consequent decrease 
in the amount of Surplus shown in 
their report. Such a plan would in- 
duce investment for yield and long 
term results rather than for trading 
profits and would provide an imme- 
diate cushion of 25% against a de- 
cline in stock values. From a psy- 
chological standpoint it would be 
beneficial since policyholders would 
recognize that their companies were 
carrying stocks below cost, and hence 
would not worry about the financial 
condition of the company’s reserves 
in times of violent market fluctua- 
tions. 

DOD 
APPLICATION OF INVESTMENT PoLicy 
(See table below) 

ET’S see the way this approach 

to the problem might work out 
in practice. We have here a practical 
application of the plan to three com- 
panies with varying amounts of 
Surplus. 

In Company A we have a Loss Re- 
serve of $50,000; Unearned Premium 
Reserve of $2,000,000; and a Surplus 
of $1,000,000. Application of the 
plan recommended of 100% of L.oss 
Reserve and a minimum of 50% of 
(nearned Premium Reserves in cash 
of short term governments would 
allocate $1,050,000 to these highly 


liquid media. Then we may put the 








APPLICATION OF 
INVESTMENT POLICY FOR MUTUAL FIRE INSURANCE COMPANIES 


Illustrating Maximum Amounts to Be Carried in Long Term Bonds and 
Common Stocks 


COMPANY A 


COMPANY B COMPANY C 


Liabilities 
Loss Reserve ........ $ 50,000 1.6% $ 50,000 2.2% $ 50,000 1.2% 
Unearn. Prem. Res.... 2,000,000 65.6 2,000,000 88.9 2,000,000 49.4 
SORA oc icicicx ee se 1,000,000 32.8 200,000 8.9 2,000,000 49.4 
"roars: $3,050,000 100.0% $2,250,000 100.0% $4,050,000 100.0% 


Invested Assets 


Cash and Short Term 


IG is os gecesi te am $1,050,000 34.4% 
Long Term Bonds.... 1,000,000 32.8 
Common Stocks ...... 1,000,000 32.8 

WORE. sete cy cans $3,050,000 100.0% 


$1,850,000 82.2% $1,050,000 26.0% 
200,000 8.9 1,500,000 37.0 
200,000 


8.9 1,500,000 37.0 
$2,250,000 100.0% $4,050,000 100.0% 
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remaining 50% of the Unearned 
Premium Reserve into long term 
bonds provided the amount in long 
term bonds is never more than the 
company’s Surplus. Thus of the $2,- 
000,000 Unearned Premium Reserve, 


$1,000,000 may go into long term 
bonds. As for the Surplus of $1,000,- 


000, we may invest a maximum of 
100% in common stocks provided the 
amount in common stocks is never 
more than the amount in long term 
bonds. As we already have $1,000,- 
000 in long term bonds the entire 
Surplus of $1,000,000 may go into 
stocks. So the division would be ap- 
proximately equal between (1) short 
term government bonds and bank de- 
posits, long term bonds and (3) 
common stocks. 

Now, Company B. Here the first 
$50,000 must go into cash or short- 
term government bonds. Fifty per 
cent of the Unearned Premium is 
$1,000,000, which also must go into 
cash or short term governments. 
That leaves us 50% of the Unearned 
Premium Reserve, $1,000,000, that 
may go into long term bonds pro- 
vided the amount in long term bonds 
is never more than the amount of 
Surplus. We look to the Surplus and 
see we have only $200,000 there. So 
the total amount we can invest in 
long term bonds is only $200,000, 
which leaves an additional $800,000 
that must go into governments or 
cash. Then we have this Surplus of 
$200,000, 100% of which may be in- 
vested in common stocks, provided 
the Surplus is never more than the 
amount of long term bonds. So, for 
Company B we would have $1,850,- 
000 in cash or short term govern- 
iment bonds, $200,000 in long term 
bonds, and $200,000 in stocks. Per- 
haps a more conservative policy for 
this company would be to own no 
long term investments whatever ; the 
program here worked out illustrates 
the maximum amounts that the plan 
would permit in fluctuating media. 

Now Company C. We have $50,- 
000 in Loss Reserve. That must go 
into cash or short term government 
bonds. Fifty per cent of the Un- 
earned Premium Reserve of $2,000,- 
000 must also go into cash and short 
term government bonds. Of the Un- 
-arned Premium Reserve, the other 
50% may go into long term bonds, 
provided the amount in long term 
bonds is never more than the amount 
of the Surplus. We look down to 
our Surplus and see we have $2,000,- 
000, so $1,000,000 may go into long 
term bonds. Then, looking to our 
Surplus, 100% of that may go into 
common stock, provided the amount 
in common stocks is never more than 
the total amount in long term bonds. 
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The amount in long term bonds is 
only $1,000,000, which indicates only 
a like amount for common stocks. 
But the remaining $1,000,000 of 
Surplus may also be divided evenly 
between long term bonds and common 
stocks. So, in this company with a 
$2,000,000 Surplus we have 26% in 
cash and short term government 
bonds, 37% in long term bonds and 
37% in common stocks. 


CONCLUSIONS 


N‘ JW in bringing this discussion 


to a close, | would like to em- 
phasize again one or two simple, 
homely considerations that are funda- 
mental to our problem. The many 
complicating factors influencing the 
trend of investment values are in a 
continuous state of flux; they are 
different today from what they have 
been in the past and tomorrow they 
will be different from what they have 
ever been before. The popular esti- 
mate of what constitutes conservative 
investment is predominantly influ- 
enced by the history of the recent 
past and this very condition of popu- 
larity often serves to inflate the value 
of what is considered a conservative 
investment to a level that, from the 
standpoint of investment accom- 
plishment over the following five or 
ten years, may render unsatisfactory 
results. So it is essential for us con- 
tinuously to study the changing risk 


factors involved in all types of in- 
vestments under varying economic 
and financial conditions in order that 
we may be able at all times to main- 
tain an effective balance of these 
risks. 

I think the record of accomplish- 
ment of many of our insurance com- 
panies has not been particularly 
praiseworthy. Some, however, have 
done relatively very well. I have 
heard it remarked today, and I guess 
it is true, that on the average the mu- 
tual companies have done better dur- 
ing this depression than the stock 
companies. But let us remember that 
the same types of investments that 
have proved relatively most success- 
ful in a period of depression may not 
provide complete protection against 
the forces of prosperity. Our invest- 
ment programs today should prepare 
for the future, and if we can envisage 
a reaction from the deflationary proc- 
esses that have been in operation for 
the last three years we shall want 
carefully to consider whether the 
securities that have provided the best 
protection against this deflationary 
trend will satisfactorily and com- 
pletely serve our purposes as we pass 
into the next period of inflation. 


While we may conclude that those 
investment portfolios of fire insur- 
ance companies with comfortable sur- 
pluses should at this time include 
substantial’ amounts of common 

(Continued on Page 31) 
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The relative showing 


made by various forms of investments since 1900 are here set 


forth graphically, the steady rise of industrial common stocks outdistancing the other 
more conservative types of security in interest return and market appreciation aver the 


period. 
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Van Schaick GOVERNOR 
Reappointed Lehman of New 

York announced the 
reappointment of George S. Van 
Schaick of Rochester, as Superin- 
tendent of Insurance for a term of 
two years. Mr. Van Schaick has won 
recognition as one of the outstand- 
ing insurance commissioners of the 
country and his reappointment is 
welcomed by the fraternity in gen- 
eral. 


THE American 
Association of 
University 
Teachers of Insurance was formed 
during the last week of 1932 by uni- 
versity men in attendance at the an- 
nual convention of various economic 
and sociological societies in Cincin- 
nati. Doctor S. S. Huebner, Pro- 
fessor of Insurance at the University 
of Pennsylvania, was made presi- 
dent. Other officers are R. H. Blanch- 
ard, Columbia, vice-president; F. G. 
Dickinson, Illinois, secretary-treas- 
urer; A. H. Mowbray, University of 
California; S. H. Nerlove, Univer- 
sity of Chicago, and C. L. Parry, 
Metropolitan Life, additional mem- 
bers of the executive committee. 

The new association plans to meet 
for one day each year at the place 
and time set for meetings of the 
American Statistical Association. The 
purposes of the association are the 
promotion of insurance education, 
encouragement of insurance research, 
free discussion of insurance subjects, 
publication of material which may 
forward the general purposes of the 
organization, cooperation with or- 
ganizations interested in insurance 
education. About twenty teachers 
were present at the organization 
meeting. 


Insurance Teach- 
ers Organize 


HeltzenIsCom- OSCAR L. 
missioner in HELTZEN, for- 
Rhode Island mer Attorney 

General of Rhode 
Island, has been appointed Insurance 
Commissioner by Governor Norman 
C. Case to succeed Commissioner 
Philip Wilbur who resigned. Mr. 
Heltzen’s appointment is subject to 
confirmation by the Senate at the ses- 
sion starting in January. Mr. Wil- 
bur’s term would not ‘have expired 
until January 31st, 1933. 


Gloomy Prophet THE handwriting 
of Stock Future upon the stock 

company wall has 
been read by at least one observer 
who set forth his conclusion in a 
startling editorial, which appeared in 
the December 3ist issue of the In- 
surance Advocate. Although we do 
not agree with many of the state- 
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ments expressed therein, we feel that 
it will be most interesting to all mu- 
tual insurance men as a concession of 
showing what is in the back of the 
well-informed stock company mind. 
The editorial follows: 


THE DRAMA WE FFAR 

The year end habit to review events 
and tendencies caused a friend to say to 
us a couple of weeks ago: “You haven't 
told us lately that stock insurance is pro- 
ceeding steadily toward the mutual or state 
form. Have you changed your mind 
about that?” 

No. During this present calendar year, 
now in its last day, we have observed the 
appearance and growth of further semi- 
socialistic theories of society and govern- 
ment. The good people earnestly want to 
force their ideals upon us before the world 
has risen to a plane whereon such ideals 
will come naturally. Perhaps they are 
right in the forcing idea. Conservative 
people may continue to think that “reform- 
ers are hell,” but perhaps reformers are 
necessary. 

Probably we are incorrigibly old-fash- 
ioned. In our business life, we were trained 
to look upon stock insurance as an indi- 
vidual enterprise, approved and chartered 
by the state, to be engaged in by capital 
for the purpose of profit. In the old days 
of fire insurance they got the idea of or- 
ganizing local boards for the maintenance 
of certain levels of rates. At that time it 
was entirely impossible for them to realize 
that their action was essentially a confes- 
sion that stock insurance was not an indi- 
vidual enterprise. You can apply that to- 
day to all such organizations, all getting 
together for cooperation and mutual 
defence. The state not only took stock in- 
surance at its own estimate, but developed 
the idea somewhat amazingly by dragging 
the public interest plausibly into a private 
business affair. Stock insurance became a 
shuttlecock for the States to play with. 
The Supreme Court fell into line. 

The life insurance earthquake of 1906 
had a curious effect on the situation. It 
resulted in the “mutualization” of life in- 
surance as a fiduciary institution. Proba- 
bly ninety per cent of the insuring public 
don’t know this distinction between life 
insurance proper and stock insurance; to 
them all insurance is alike. Even regu- 
latory officials have a hard time, mentally 
segregating the two forms. Manv reform- 
ers nowadays want to apply life insurance 
principles to stock insurance. 

When you say that the State must con- 
trol stock insurance rates you are saying 
that stock insurance is not an individual 
business enterprise. When you say that 
the expenses and investments of stock in- 
surance companies must be regulated by 
the State you are saying that stock insur- 
ance is not an individual business enter- 
prise. ’ 

What does that mean? It means that 
the forms of insurance now engaged in by 
stock companies should not be subjects of 
profit-making. That conception is grow- 
ing. More and more people will be found 
to get up in meeting and declare that prof- 
its. if any, should be returned to the 
policyholders. It is an entirely natural con- 
clusion to be derived from the attitude 
and powers assumed bv the State and from 
the attitude of stock insurance toward it- 
self. The proposed inquirv into the ex- 
penses of stock insurance comnanies is the 
most recent forward gesture. It is not en- 
tirely within the bounds of vropriety for 
the state to manage a business for the 
profit of stockholders of the business. The 
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conception that the business is “affected 
with a public interest” is growing stronger 
all the time. The stage is all set. The 
orchestra has played the overture. After 
some delay (which we hope will be a long 
one) the curtain will rise gradually. 


Mutual Saving ‘“‘THE Month’s 
Banks, Holiday Work’ is the title 
Gold, Etc. of a bulletin issued 

periodically by the 
National Association of Mutual Sav- 
ings Banks. 


Significant figures quoted show 
that the mutual savings banks held 
about 36% of the total savings of the 
country on June 30, 1931 and that 
this percentage has been increased to 
41.3% at the end of 1932. Of all the 
savings accounts the mutual banks 
have 28.7% as compared with 24.4% 
a year ago. 


It is pointed out also that savings 
in this country are still $33 greater 
per inhabitant than ten years ago and 
$106 greater than in 1912. 


The following observations on the 
call for gold during holiday times 
bring out some very unusual facts: 


“At this season mutual savings banks 
experience the heaviest call for gold pieces 
and the hardest to get are the most in de- 
mand. Many depositors want the $2.50 
coins that have become so scarce while 
others ask for $25 gold pieces which do 
not exist. Still others request $50 pieces, 
of which museums might have a few early 
examples. The $5 piece easily leads for 
Christmas gifts, followed by the $10 
variety. 


“The public has some odd ideas about 
gold. Evidently the thought of spending 
such a coin for ordinary purposes does not 
occur to the average person, because the 
savings banks usually receive more gold 
after Christmas than they pay out before. 
Some of those who ask for gold pieces ex- 
pect to pay a premium—not understanding 
that Uncle Sam’s dollar is always worth 
100 cents, no more and no less, in copper 
or gold. 


“That a gold piece means ‘hard money’ 
in the eyes of the public is proved by the 
typical depositor’s care in examining the 
coins he receives, The tradition that every 
coin should be tested with the teeth has not 
entirely passed away. Some depositors ask 
that the coins received as gifts should be 
kept for them until the next Christmas, 
evidently to be handed on as presents. 
And the rich, deep color has an attraction 
for every eye.” 


Druggists Mutual L. FALKEN- 
Secretary Taken HAINER, Secre- 
by Death tary of the Drug- 

gists Mutual of 
Algona, Iowa, died suddenly from a 
heart attack. He was the founder of 
the Algona company and served as 
its secretary for many years. Mr. 
Falkenhainer was very well known 
to mutual insurance men throughout 
the country and they all unite in 
offering their sympathy to his family. 
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National Trafic THE National 
Safety Contest Safety Council has 

announced another 
National Traffic Safety Contest for 
1933, similar to the one conducted in 
1932. The terms will be the same 
except that only cities, towns, and 
villages over 2500 population will be 
eligible; each participant will be re- 
quired to submit a monthly report of 
motor vehicle fatal and personal in- 
jury accidents and two contact men 
may be designated, instead of one. 
There is no charge for participation 
and no obligation other than the fur- 
nishing of monthly accident reports 
and a general report on activities at 
the end of the year. The purpose of 
these contests is to bring recognition 
to American municipalities for con- 
structive achievements in overcoming 
their traffic accident problems. 

The terms of the contest recognize 
two kinds of safety accomplishments : 
First, a low death rate from motor 
vehicle accidents or a lowering of the 
death rates from previous years; 
Secondly, the enactment of regula- 
tions, the setting up of administra- 
tive machinery, and the conduct of 
organized educational activities which 
according to general experience are 


bound to bring eventual accident 
saving. All these factors are in- 


cluded in the grading schedule. Un- 
der this schedule no city can win 
either through a lucky record alone 
or through a paper program that is 
producing no real results. 


Home Reinsures TH E Home 
American Colony Insurance Com- 
pany of New 


York has reinsured the outstanding 
risks of the American Colony Insur- 
ance Company of New York, which 
retires from business. Under the re- 
insurance agreement the Home and 
its allied companies have the right to 
use the style “American Colony Un- 
derwriters” in the agency field. 

The American Colony Insurance 
Company was originally the Ameri- 
can Lloyds of New York, which 
commenced business in 1890 and be- 
came a stock company under the name 
of American Lloyds, Inc., in 1926. 


THE General Sur- 
ety of New York 
is requesting the 
New York State Insurance Depart- 
ment to liquidate the balance of its 
liabilities for the purpose of dissolu- 
tion. The company retired from un- 
derwriting two years ago and has 
now paid off the greater part of its 
liabilities. The proposed application 
for voluntary liquidation and dissolu- 
tion has been approved by its Board 
of Directors. Upon the final disposal 


General Surety 
Liquidation 
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of all outstanding guarantees the 
corporation will be liquidated for the 
benefit of its stockholders. The com- 
pany was organized in 1928 with 
$4,000,000.00 capital and $8,500,- 
000.00 surplus. At the close of 1930 
E. J. Donegan, its vice president, an- 
nounced that after a careful study of 
the situation they had decided to quit 
the surety field, reduce its capital, 
and confine its business to guarantee- 
ing certain obligations of institutions 
with which it was affiliated. 








New Home of Northwestern Mutual 
Seattle 


Northwestern THE forthcoming 


Moving To removal of the home 
New Seattle _ offices of the North- 
Building western Mutual to a 


new twelve-story of- 
fice building in the heart of Seattle’s 
business district, is’ an interesting 
feature in the progress of mutual in- 
surance on the Pacific coast. 

The first two stories of the building 
cover the entire ground space, front- 
ing 130 feet on Third Avenue and 
108 feet on Pine Street, and are sur- 
mounted by a nine story tower and 
a two story secondary tower. The 
tower, which was completed in 1929, 
is sprinklered throughout, has forced 
ventilating system, and is acoustic- 
ally treated to eliminate inside and 
outside noise. The Northwestern will 
occupy the second, third, tenth, 
eleventh, and twelfth floors, and the 
basement. Executive offices are to 
be located on the twelfth floor. The 
building has been renamed North- 
western Mutual Insurance Building. 

The Company reports that while it 
is obtaining much more desirable 
quarters, in a building which its ex- 
tensive space requirements enable it 





to dominate, a very substantial sav- 
ing in rental overhead is also being 
effected. 


AUTOMOBILE 
rates in the Prov- 
ince of Quebec 
have been raised substantially. Pub- 
lic liability and property damage rates 
are increased 10%; test rates in- 
creased 15%; fire premiums left un- 
changed, and a 20% reduction made 
on three of the four classes of col- 
lision insurance, these being the full 
coverage, $50 and $100 deductibles. 
There is no change in the $25 deducti- 
ble rates. All of the above changes 
effect only private automobiles used 
for pleasure driving. No changes 
will be made in rates for commercial 
cars. In explaining the increase the 
President of the Canadian Casualty 
Underwriters Association said: 


Quebec Auto 
Rates Higher 


“The experience of the Under- 
writers in the Province of Quebec 
shows that there are almost twice as 
many claims for each 100 automo- 
biles insured as there are in Ontario. 
In 1928 the public liability losses in 
the Province of Quebec paid by the 
members of the Canadian Automo- 
bile Underwriters Association 
amounted to $160,000.00, while in 
1931 the claims had increased to 
$408,000.00. The number of cars in- 
sured only increased 15% during that 
time. Property damage claims for 
the same period jumped from $160,- 
000.00 to $237,000.00. If the rates 
this year had been placed on a basis 
to cover increased claims a consider- 
ably higher tariff would have had to 
be charged.” 


1 HE states 
which have en- 
acted so called 
Financial Re- 
sponsibility Laws and the year in 
which the law in each one of the 
states was enacted are as follows: 


1929; Connecticut, 
1926; Delaware, 1931; Indiana, 
1931; Iowa, 1929; Maine, 1929; 
Maryland, 1932; Minnesota, 1927; 
Nebraska, 1931; New Hampshire, 
1929; New Jersey, 1931; New York, 
1930; North Carolina, 1931; North 
Dakota, 1929; Rhode Island, 1929; 
South Dakota, 1931; Vermont, 1929; 
Virginia, 1932, and Wisconsin, 1931. 


Financial Respon- 
sibility Laws 
Gaining Favor 


California, 


The following Canadian Provinces 
enacted Financial Responsibility 
Laws in the years indicated: 


British Columbia, 1932: Manitoba, 
1930; New Brunswick, 1932; Nova 
Scotia, 1932; Ontario, 1930, and 
Prince Edward Island, 1930. 


pad: 
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Auto Insurance 
(Continued from Page 12) 


c. “Loss of tools or repair equipment by 
theft, robbery or pilferage unless the 
entire automobile is stolen.”” This ex- 
clusion list is not found in the English 
form. It is unnecessary with a de- 
ductible policy. 

. “Loss or damage due to: Wrongful 
conversion, embezzlement or secre- 
tion by a mortgagor, etc.; war, in- 
vasion, military, naval or usurped 
power; confiscation or authorized de- 
struction by civil authorities.” Per- 
haps because the English use the in- 
stallment plan much more frugally 
than we, none of the conversion ex- 
ceptions appear; nor any other except 
those of war and military or usurped 
power. 

e. “While the automobile is used as a 
public or livery conveyance for carry- 
ing passengers for compensation; 
while rented under contract or leased; 
while used in any illicit trade, etc.; 
while being operated by any person 
under age limit or 14 years; while 
subject to any lien, etc., not specifically 
described.” Only the age limit excep- 
tion is specifically named in the Eng- 
lish policy, though by inference the 
first and second exclusions are also 
part of the contract. Oddly enough, 
the American policy makes no men- 
tion of racing or earthquake exclu- 
sions. Personal accident insurance 
may be made a part of the English 
policy for extra premium; the liabil- 
ity cover follows the driver (as with 
our new named driver form), foreign 
travel cover is included, there is ‘a 
named driver form at reduced cost 
and merit rating. 


i 
jos 


2. The cost of the policy is made 


attractive by emphasizing it as a de- 
ductible form, a feature also taken 
from the English. Full coverage 
rates are provided, but agents are in- 
structed to sell $25, $50 or $100 de- 
ductible if possible. (Unless specified 
otherwise, the policy is assumed to be 
a $100 deductible.) The result is to 
make the total premium very attrac- 
tive. In fact it is said that the rates 
are too attractive to be successful. 
In general they average 15 per cent 
under the old broad form, and for 
more liberal coverage. They have ad- 
mittedly not been carefully con- 
structed. Usually the comprehensive 
premium is less than the sum of the 
combined separate premiums, some- 
times it is more. This is inexcusable. 
One might argue logically, if entirely 
deductively, that the new cover might 
attract either poorer or worse risks 
than the older policies, but a change 
in cost can be argued only in one 
direction until actual underwriting 
results are accumulated. As we have 
seen, both the collision and_ theft 
risks are ideal candidates for applica- 
tion of the deductible idea. All major 
and most minor hazards are taken 
care of by a $50 claim deduction, 
and cost is reduced to one-half or 
one-third of full coverage. The col- 
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lision risk, the greatest by far, is 
amply protected, and more liberally 
than under the present standard form. 

3. The policy has no face value. 
It marks a bold step away from the 
usual present policy. No-value poli- 
cies take away from the agent the in- 
centive to value cars too liberally, 
from the insured the false hope of an 
over-liberal settlement in case of loss. 
They have been offered for some 
years in the East, but agents particu- 
larly have been lukewarm. The 2% 
per cent monthly reduction clause, 
which aims at the same general result 
and limits loss payment for fire and 
theft to actual cash value at the time 
of loss or to an amount not exceeding 
the original insured value less definite- 
ly pre-established percentages of re- 
duction to allow for depreciation, 
even with the inducement of a 10 per 
cent reduced premium, is hardly used 
in the East. The comprehensive form 
seems an excellent entering wedge to 
extend the understanding and use of 
the no-face form. Collision and prop- 
erty damage (liability) policies have 
always been written on a _ per-car 
basis, and there is no reason why fire 
and theft insurance requires a face 
any more than collision, also a prop- 
erty line. 

QSOonmD 
III. Low INcomMeE or AUTOMOBILE 
OwNERS—THE PROBLEM 


HEN in the second year of a 

major depression over 22,000,- 
000 private passenger automobiles 
continue in operation on the Amer- 
ican highways, further evidence of 
wide ownership is unnecessary. Make 
all the allowance you will for multiple 
ownership, the number of individual 
car owners in 1931 was not less than 
17,000,000, which corresponds to at 
least 40 per cent of our adult work- 
ing population, and equals more than 
4 times the number of persons report- 
ing a personal income of $1000 or 
more. Common observation re-en- 
forces the statistical fact that a 
large minority of automobile owners 
are not wealthy, nor even comfortable 
financially. The process of enrich- 
ing the standard of living for an ever 
greater number of Americans has 
naturally meant the selling of auto- 
mobiles to persons of progressively 
lower incomes. Far too often, all the 
owner can afford is the automobile— 
if that—and when he has taken out 
the irreducible minimum of fire and 
theft insurance demanded by its 
financer, he had neither the ability 
nor the desire to purchase other pro- 
tection. In Chicago, for example, it 
is estimated that three-quarters of 
the automobile owners cannot afford 
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a garage. The depression, of course, 
has exaggerated the bargain-hunting 
propensities, if not the actual pover- 
ty, of the automobilist, and has thus 
increased the pressure on the com- 
panies to devise ways and means to 
keep premiums low. But this prob- 
lem, like the two preceding, is a 
major and permanent one, and re- 
quires for its solution vastly more 
than simply emergency treatment. 
SS 
Low INcoME oF AUTOMOBILE 

OwNnerRs—THE PROGRAM 

SCORE of times in these pages 

the motive of reducing insur- 
ance costs as low as humanly possible 
has cut across and combined with 
other motives and programs. There 
is no necessary conflict between them, 
in fact they often effectively re-en- 
force each other. Any reduction of 
hazard will decrease rates, and the 
wish to keep down costs is the solid- 
est motive possible behind company 
accident-prevention activities. In 
liability insurance the named assured 
policy and merit rating are intended 
to reduce premiums for certain or 
most owners, at least as much as to 
reduce accidents. In the latter rate- 
reducing ran away with accident 
prevention, but the motive is sound, 
provided it does not produce insuf- 
ficient income or play favorites with 
particular classes of owners. De- 
ductible public liability insurance has 
been suggested but it has never been 
used except for public vehicles; and 
is not suited to the hazard, which is 
essentially one producing for each 
owner rare but large losses. There 
is no considerable moral hazard either 
to require elimination of small nui- 
sance claims. On public and commer- 
cial automobiles at present a $50 de- 
ductible property damage liability 
cover is available. While these risks 
and this hazard are more nearly elig- 
ible for deductible application, the 40 
per cent reduction in rate has re- 
sulted in no greatly increased volume 
of business. Still other indications 
of this desire to lower costs are the 
extension by the stock companies of 
the branch office system of organiza- 
tion (vehemently opposed by the 
agents) and the relative growth of 
mutual insurance. 

One other method has been tried 
to fit the automobile casualty insur- 
ance bill to the prospect. It consists, 
not of reducing its total but of split- 
ting it into a number of convenient 
pieces called installments. As the 
pioneer company argued in 1928 
when the plan was first announced it 
consists simply of the application to 
liability and collision insurance of an 
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idea well established not only in busi- 
ness generally, but in the insurance 
business itself. No extra charge is 
made for financing, although there is 
a considerable loss of interest com- 
pared with the prepaid premium plan. 
There is no change in either policies 
or rates. No detailed figures are 
published by this company segregat- 
ing the results on this part of its 
business, but the general impression 
among underwriters is that the plan 
has had no effect on premium volume. 
Where total premiums are large and 
owners financially well-established, 
the installment risk in casualty insur- 
ance has characteristics no different 
from those involved in selling furni- 
ture or automobiles. It has in fact 
certain advantages: there is no prob- 
lem of wearing-out and repossession. 
On the other hand, it is not quite the 
same as selling life insurance on time, 
where a_ powerful emotional and 
financial motive backs up a life or 
long-term contract. The casualty 
manual permits three types of install- 
ment payment: monthly, quarterly, 
and semi-annually, but only provided 
the deposit (first) premium equals 
$200. The average private passenger 
owner is automatically disqualified, 
and quite possibly he should be. 
Where the individual debtor is com- 
paratively small and unknown, it ap- 
pears inevitable that the admitted 
extra detail and expense make the 
plan impracticable. The companies 
which permit installment payments 
on individual risks admit this but 
expect that this increased expense 
would be offset by an increased vol- 
ume of premiums. Even if the sys- 
tem should work for a few com- 
panies, the very large question would 
still remain whether it could be used 
by all. 


Deductible theft and collision poli- 
cies, and the comprehensive policy 
perhaps represent rate-reducing more 
than safety devices in automobile 
property insurance. Indirectly they 
may be expected to reduce accidents 
to a degree; the premium discount is 
direct and constant. Still more clean- 
cut as methods of reducing insurance 
costs are two appearing within the 
past two years. Partly as a blow at 
the competitive automobile clubs, the 
National Automobile Underwriters 
Association has devised a _ towing 
coverage endorsement. For $1 per 
car extra premium the company 
agrees to pay the insured up to $10, 
for towing expense caused by 
mechanical breakdown on the public 
highway. (Some companies offer one 
for $2 which covers towing and road 
expenses up to the same maximum. ) 


JourNAL oF AMERICAN INSURANCE 


Coverage of this hazard is just as 
logical as of other accidents to the 
automobile; whether it will be abused 
or whether it can be written for this 
very small premium is another mat- 
ter. To counteract the first possibil- 
ity the insured must present receipted 
bills to maintain his claim. 


ORE important is the current 
inauguration and extension of 
so-called standard repair plans or 
automobile service contract plans. 
The idea behind these plans is now 
over two years old, and operates in 
Manhattan, Brooklyn, Newark, Phila- 
delphia, and Chicago. Its principal 
reason for being is to reduce or pre- 
vent collusion on insurance repair 
jobs between adjusters, garage repair 
men, owners, and agents. The extent 
of this collusion in recent years has 
approached the proportions of a 
racket. It is estimated by those di- 
rectly engaged in the administration of 
the standard plans that of the losses 
making up the annual automobile in- 
surance repair bill of $65,000,000 for 
parts and labor, at least one-half are 
padded. This is, of course, not the 
same as saying that one-half of the 
$65,000,000 is padded, but the situa- 
tion is one of the most serious in 
automobile property insurance. The 
service agreements provide for stand- 
ard charges and close supervision of 
repair work: in New York City the 
Automobile Claims Association and 
the Automobile Merchants Associa- 
tion cooperate, in Chicago the agree- 
ment of June, 1932, is between the 
Chicago Automobile Trade Associa- 
tion and 135 insurance companies. 
The plan in New York has been very 
successful and is expected to spread 
throughout the country. In May of 
this year General Motors Corpora- 
tion was the first automobile manu- 
facturer to announce its willingness 
to aid concretely in supression of the 
repair racket. The company’s an- 
nouncement took the form of a re- 
commendation to its distributors and 
dealers that they offer a 25 per cent 
discount on repair jobs to automobile 
insurance companies. As a first step 
this may be tentative and entirely 
competitive: that is, to keep repair 
work on General Motors products 
from non-General Motors represen- 
tatives. It provides nevertheless a 
suggestion and a step in the right 
direction: toward the eclipsing of 
the small and outlaw repair shop, 
which unsupervised, and acting with 
unscrupulous adjusters, can charge 
almost any price it pleases. 


IV. INTENSE CoMPETITION— 
THE PROBLEM 


HE general problems resulting 

from free competition are peren- 
nial in our present society, and re- 
quire less explanation than any in 
our list of four. Whatever the view- 
point on the desirability of competi- 
tion, they are stark facts, and cannot 
be evaded. To leave out the compe- 
titive aspects of automobile insurance 
would be to present a picture dis- 
honest, incomplete and unfamiliar. 
Moreover these problems, sometimes 
so serious as to amount to abuses, 
are not necessarily all permanent. 
Something can be, something is being, 
done about them. 

Let us review first certain parts of 
the program of the companies in 
meeting competition. These are less 
flattering to them, since unlike the 
other programs we have discussed, 
the competitive problem is not a 
common one in the sense that all may 
unselfishly work together for the 
common good. Sometimes the pro- 
gram is merely non-cooperative, some- 
times it amounts to free-lance cut- 
throat business-getting. Unlike the 
others too, the competitive problem 
is never really to be solved; the suc- 
cess of one plan simply bring on a 
new plan from a competitor. This 
is at once the price and the advantage 
of the competition sytem: continu- 
ously to change, continuously (we 
hope) to improve. Much more than 
in other company problems the state 
is interested: to restrain, to regulate, 
sometimes to prohibit. 

Perhaps even more important than 
inter-company competition for auto- 
mobile premiums is competition be- 
tween institutions: stocks and 
mutuals. To the outsider it seems 
there should be room for both. In 
any event some note should be made 
of a number of methods used by the 
first class of carrier to acquire those 
risks, particularly large, which they 
say are peculiarly favorable for select 
mutual coverage. One of these is 
experience rating, one is equity rat- 
ing. The first is a logical system of 
modifying upward or down the man- 
ual premium for a large group of 
automobiles on the basis of the de- 
viation of the group risk experience 
from the average. It is on all fours 
with experience rating in workmen’s 
compensation insurance. For the 
second, one can say only that it is a 
frank throw-back to the most prim- 
itive days of insurance: it rates each 
risk separately. If there are rules for 
equity rating they are not published, 
and once in a while a candid insur- 


(Continued on Page 30) 
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Sttong National Magazine Campaign for 1933 


Mutual Fire and Mutual Casualty Insurance Again 
Represented in Leading National Publications 


OR the fifth consecutive year, 

leading national magazines in 
1933 will carry a series of strong, 
direct and compelling advertise- 
ments setting forth the merits of 
Mutual Fire and Mutual Casualty 
Insurance. 


The combined schedule for 1933, 
decided upon by the Advertising 
Committee of the three national 
associations within the American 
Mutual Alliance, contemplates the 
use of the following: 16 half pages 
in Collier’s; 13 two-thirds pages in 
Time; 12 full pages in Nation’s 
Susiness ; 6 two-thirds pages in the 
American Bankers Association 
Journal; and 6 pages in the Ameri- 
can Bar Association Journal. This 
schedule will give the mutual plan 
of insurance 43,695,368 advertise- 
ments during the year. 


The theme of both campaigns for 
1933 will be “Saving.” In the opin- 
ion of the advertising agency, Au- 
brey & Moore, Inc., this appeal in 
these times has a strength that 
nothing else could have. J. J. 
Barnett, Vice President of the 
Agency, says: “We believe that 
there should be a mood in adver- 
tising to correspond with the mood 
of the buying public whenever that 
is possible. Certainly the mood in 
America today is for saving and 
economy. This is antagonistic to 
the interests of the great majority 
of advertisers, but it is directly in 
line with one of the fundamental 
appeals of the mutual plan of in- 
surance. We believe, therefore, that 
the 1933 campaign, with its simple, 
direct message stressing saving, 
will be the most effective campaign 
we have ever run.” 

John L. Train, General Manager 
of the Utica Mutual Insurance 
Company of Utica, New York, and 
chairman of the Advertising Com- 
mittee of the National Association 
of Mutual Casualty Companies in 
commenting upon the current cam- 
paign recently said: “The enviable 
position attained by Mutual Casu- 
alty and Fire Insurance in this 
country will in our opinion be sup- 
ported and strengthened by the 
National Advertising Campaign of 
1933. This publicity not only pre- 
sents to a buying public eager to 
combine economy and quality in its 
selections, the claims of a system 
which has served and grown 


through both the booms and de- 
pressions of nearly two hundred 
years, but furnishes the mutual 
representative in the field a wealth 
of material which should and will 
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able thing to do, since it makes a 
definite and favorable impression 
on the mind of the prospect to 
know that this individual company 
is a member of a selected group of 
companies who are doing an out- 
standing national advertising job. 

The value of tie-up activities has 
been well summarized by the ad- 
vertising manager of one of the 
Federation companies, who says: 

“As I see it, national magazine 
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advertising iscreatinga 
desire on the part of the 
public for more information 
about mutual insurance. It 
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In good times 


Property Owners 


have Saved through 
Mutual Fire Insurance 


Motorists Saved eure 
Miltions of Dotlars in 1932 
through Mutual Insurance; 
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MUTUAL CASUALTY INSURANCE 


is the agent’s job, helped by 
+1933 us, to let the public know 
where they may buy this 
kind of mutual protection, 
or at least where they can 
learn more about it.”’ 


New Plate Glass Manual 
Issued 


HE National Bureau 

of Casualty and Surety 
Underwriters issued a new 
plate glass manual which 
made a number of changes 
in the basic method of rat- 
ing on January Ist. Only 
a few types of glass are still 
rated according to value. 
These include design, glass 
ANCE signs, motion picture 
aa screens, stained glass set in 
leaded sections and all other 
1] glass valued in excess of $10 








Two Advertisements of the 1933 Mutual Campaign 


give support to his own presenta- 
tion of facts relating to mutual 
stability, service and savings.” 
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HERE is every indication that 

a large number of both Federa- 
tion and Casualty Companies are 
planning definitely to tie up to the 
national campaign in their own 
selling and advertising effort. An 
unusually large number of orders 
have already been received at the 
American Mutual Alliance office for 
reprints of the advertisements for 
the year. These reprints are attrac- 
tive and constitute a very effective 
direct mail piece for the individual 
company since they provide ample 
space for company name, address 
and selling message. 

There is also evidence that the 
member companies will make every 
effort to see to it that representa- 
tives and agents use proofs of the 
advertising in their selling effort, 
which, in the opinion of many of 
the managers, is an extremely valu- 


per square foot. All other 
glass is rated on a measure- 
ment basis. 

A new rule consolidating the rating 
of upper glass or glass located just 
above the main plates on the street 
floor is included. Formerly glass 
under and over 60 inches in small 
dimensions was rated at % and % of 
the table rate respectively. Now both 
glasses are rated at % of the table 
rate. A rule declaring that when 
such glass is located 12 feet above 
street level it shall take upper glass 
rates has been drawn up and greatly 
clarifies rate procedure in this respect. 

Coverage for defacement of or 
damage to plate glass by acids or 
chemicals has also been provided upon 
payment of a small additional prem- 
ium. This insurance has been made 
necessary through the recent increase 
in vandalism. 


Rehearsing For a Harp 
“At times my wife seems to be trying 
to be an angel.” 


“You mean when she wants something 
from you?” 


“No; when she drives the car.” 
—Utica Press. 
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ance executive will admit its entirely 
competitive nature. The general pur- 
pose is to correct for rate inequities 
not adjustable by standard rules and 
regulations ; the technique is not ex- 
plained. The motive is laudable, the 
method lamentable. Impartial out- 
siders hope for its early demise. 

Sorest spot right now between 
regulatory authorities and insurance 
companies is the writing of fleets. A 
fleet is technically any group of five 
or more private passenger, public, or 
commercial automobiles, or any com- 
bination of these three, belonging to 
a single insured. Fleet insurance is 
only one of four ways of covering 
risks of this type, but it is usually the 
most favorable to the insured, and is 
thus a storm center of competitive 
practices. Experience on fleet insur- 
ance has been particularly bad in the 
East, but it is not good anywhere. 
This part of the business in general is 
still in the chaotic stage of pioneer 
underwriting, and many companies 
apparently want it to stay there. Data 
on fleets are not maintained on a uni- 
form or cooperative basis; there is 
no tabulated information on loss fre- 
quency or acquisition and claim ex- 
pense. It is written principally as an 
accommodation line. Perhaps its most 
usual abuse operates by the ignoring 
of the requirement that the auto- 
mobiles entitled to preferential treat- 
ment shall belong to one insured, so 
that John Smith’s stenographers and 
Bill Jones’ iron puddlers can buy and 
do buy individual insurance protec- 
tion on their private passenger auto- 
mobiles at the wholesale price. Pay- 
roll, layoff, and chauffeur data (all 
bases of premium calculation until 
recently) are suppressed or ignored. 
Premiums are purposely quoted on a 
non-uniform basis, confusing fleet 
costs with the costs of other whole- 
sale covers to make intelligent com- 
parison difficult. 

The results of this situation are 
inevitable, and for the companies, 
financially deplorable. The only per- 
manent solution is to place this part 
of the business under the same regu- 
lation as other automobile covers. In 
the meantime, improvements are pos- 
sible ; but lacking regulation either by 
the companies voluntarily or by the 
Insurance Commissioners, no perma- 
nent change ought to be expected. 
In recognition of some of the abuses 
we have named, a new basis for rat- 
ing fleets has been in operation since 
January 18, 1932, except in Massa- 
chusetts and Texas. Its principal 


characteristic is its greater sim- 
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plicity, one deterrent to manipulation. 
The final premium reduction factor 
(from manual rates) is graded ac- 
cording to the average number of 
automobiles in actual use for the year. 
Tabular rates of reduction range be- 
tween 0 and 25 per cent, the actual 
reduction depending on the size of 
the fleet. For example of a fleet of 10 
automobils, see table below. 


See 


N ADVANCE or deposit prem- 
ium is charged by estimate of 

the number of automobiles expected 
to be operated, and at the end of the 
year adjusted as under experience 
rating. Automatic cover rating for 
fleets, which gave lay-up credit as 
established by monthly report; and 
payroll rating, which was based on 
chauffeurs’ payroll, both comparative- 
ly complicated and subject to abuse, 
are out. Coverage is provided auto- 
matically on acquisition of cars 
throughout the year, and cancelled as 
cars are sold or taken out of service. 
Reports are quarterly, minimizing ex- 
pense and red tape (no endorsements 
nor cancellations are required) ; they 
are for data required for other pur- 
poses and easily available; they can 
easily be understood by the insured. 
The owner knows his approximate 
premium in advance and pays it. All 
risks are quoted the same premium. 
The importance of this action by 
the companies should not be min- 
imized, but in the absence of regula- 
tion it leaves open the possibility of 
other evasions and leaves untouched 
the problem of fictitious fleets. Var- 
ious insurance commissioners in the 
first half of this year have directed 
their attention to this in addition to 
certain other competitive phases of 
automobile insurance. In May Com- 
missioner Armstréng of Pennsyl- 
vania addressed a letter to all casual- 
ty companies and reciprocals in his 
state calling renewed attention to 
this old evil, and declaring the prac- 
tice “illegal” because of its discrimin- 
atory effects. The position taken in 
this letter is characteristic of the 
opinions of at least a score of other 
Commissioners, and concerted action 
is not only likely in the near future 


but is absolutely necessary for the 
good of the business. It is a reflec- 
tion on, and a sign of weakness of, 
insurance when a man can twit his 
neighbor that he knows a new dodge 
to buy the same insurance on the 
same risk for a much lower price. 

One other phase of current regula- 
tion of competitive practice remains. 
The New York Commissioner in 
February, 1932, ordered that hence- 
forth all companies, stock and mutual, 
must charge the same initial liability 
premium, or definitely establish rea- 
sons for uniform variations. In 
direct line with this policy of requir- 
ing rate justification is the action of 
the same Commissioner in June, 1932, 
in ordering four casualty companies 
to cease writing liability lines at 10 
and 15 per cent differentials off man- 
ual because they are “not justified by 
experience.” Inadequacy is a matter 
of fact, and no authority is in better 
position to judge than the Commis- 
sioner. 


Pay 


SUMMARY 


ITHOUT flattery, one may 

conclude that, considering 
their problems, the automobile insur- 
ance companies in the past year or 
so have made a small but perceptible 
progress. Three of these problems 
(1, 2, 3) are inherent, at least two 
(1 and 4) will never be eliminated, 
and the fourth seems fairly per- 
manent too. In the direction of safe- 
ty, the greatest advances they have 
made are in education, with a pos- 
sible although limited gain in demerit 
rating. If the companies in the next 
decade can achieve one simple objec- 
tive: suppression by manufacturers 
of their insistent selling litany on 
speed, speed, speed, their safety pro- 
gram will be a huge financial and 
social success. Uniform policies and 
all-cover forms like the comprehen- 
sive are clear gain. They injure no 
one with legitimate business interests, 
and do something to minimize con- 
tract complexities and misunder- 
standings. The companies can do a 
great deal more in this direction. 
What the outcome of the deductible 








Percentage Reduction 


No. of Automobiles from Manual 


0- 5 incl. 0 
6- 20 incl. 10 
21- 50 incl. 15 
51-100 incl. 20 
101- 25 


No. of Automobiles 


in Each Weighted Reduction 
Reduction Class Factor (2x3) 
5 0 
5 50 
10 50 


(aver. reduction per automobile) 5 




















creiacesta 


DEERE 5 CO le 


Sexi 


a ts 


PAM ds) 5 aed 








* 


% 


OREM IT LE 


comprehensive policy will be it is too 
soon to say, but in the long run com- 
pany and insured must profit from 
the trend to the deductible, never 
very popular. The standard repair 
plans already appear established. But 
the principal way in which the com- 
panies can bring down insurance costs 
is by helping owner and driver, 
against his will if necessary, to be 
careful. The problems of competi- 
tion are perpetual, and unless ways 
and means of getting business run 
riot are evidences of activity and 
even of progress. It is in this field 
that the companies are least able to 
help themselves and each other: in 
the putting down of improper and 
unprofitable practices. For better or 
worse the state through its Insurance 
Commissioner is taking ever a greater 
part in their regulation or suppres- 
sion. 
QOD 


Diversifying Investments 
(Continued from Page 24) 


stocks, the selection of industries 
and companies is more important 
than it has been for a number of 
years. The severe depression through 
which we are now passing has defi- 
nitely interrupted the continuity of 
growth of many companies and a few 
industries. New industries and new 
business leaders are coming to the 
fore. The wise and conservative in- 
vestor will therefore make sure that 
he has some representation in those 
companies that are in a position to 
profit by the more practical findings 
of industrial research and by a re- 
vived but more discriminating pur- 
chasing power of consumers. 


Sound investment judgment must 
be based primarily upon a “tele- 
scopic” research into the more funda- 
mental forces determining the trend 
of our business life; it is indeed dan- 
gerous for the conservative investor 
to rely too completely upon countless 
“microscopic” studies of present and 
past earnings statistics of individual 
companies, even though such statisti- 
cal compilations often masquerade 
under the much abused title of “in- 
vestment research.” 


SOO 


RECALL a remark Mr. James 

S. Kemper, President of the 
Lumbermens Mutual Casualty Com- 
pany of Chicago, made while waiting 
for the radio address last night 
when he said, “Perhaps one weak- 
ness of mutual insurance, if it has a 
weakness, is its failure to recognize 
its strength. We know whenever the 
mutual insurance companies have 
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taken on anything to do that other 
organizations have done they have 
done it as well and sometimes better.” 
Certainly from an_ underwriting 
standpoint the mutuals have done bet- 
ter than the stock companies. And 
why have they been able to do a bet- 
ter job of underwriting than the 
stock companies? From my limited 
knowledge I would say it is because 
they have studied the nature of their 
underwriting risks and maintained a 
more careful selection of them than 
the stock companies have done. 

It seems logical to me that if the 
mutual companies will spend a small 
part of the time and ability on their 
investment administration that has 
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been so profitably expended on their 
underwriting administration—if they 
will study more carefully and scien- 
tifically the risk factors involved in 
different types of investments under 
varying conditions, if they will insist 
upon knowing more about these in- 
vestment risks as they affect mutual 
fire insurance companies, and then if 
they will endeavor to keep a broad 
perspective so they can exercise un- 
prejudiced judgment—I believe this 
added time and effort and money ex- 
pended on the investment department 
will, over a period of years, be more 
highly rewarded than it could be on 
any other phase of the fire insurance 
business. 


What Mr. Taber Really Said at the 
Columbus Convention of Mutuals 


HE attempt by the American 

Agency Bulletin to make some- 
thing sensational out of the address 
of L. J. Taber, Master of the Na- 
tional Grange before the 1932 Mutual 
Convention at Columbus, was com- 
mented on in a recent issue of this 
Journal. Feeling that our readers 
would be interested in what Mr. 
Taber really did say we are printing 
below the substance of his remarks 
on that occasion. 


The greatest lesson that this depression 
has brought to America and the world is 
the fact that there are no supermen and 
that big business, mass production, and 
highpower distribution are neither a cure, 
nor a solution to present-day difficulties. 
It has been wholesome to debunk the 
myth that great captains of industry and 
great wizards of finance could build power- 
ful institutions that would grow like mush- 
rooms and drop their fruits like manna 
to a waiting world. 

Cooperation, mutual effort and team 
work, however, give the certainty of de- 
veloping a better day. Those who would 
destroy the profit system and corporate 
control in America as an answer to pres- 
ent difficulties, are in error. It is not nec- 
essary to destroy any of our American 
institutions, but it is essential to reestab- 
lish old-fashioned virtues. Our so-called, 
rugged individualism is essential to the 
maintenance of American ideals, but it is 
necessary to harness individual effort, in- 
dividual ambition, and individual self-help 
into powerful units through the utilization 
of the principle of mutual or cooperative 
control. 


The American farmer is the world’s 
greatest individualist. His independence 
and courage have made him the world’s 
most efficient food producer; yet this very 
independence has brought agriculture to 
the doors of bankruptcy. Out of the dark- 
ness and despair of low prices and de- 
pression, agriculture is finding a new foun- 
dation upon which to build greater hap- 
piness and richer rural life. This new 
foundation is, after all, the oldest of 
American ideals—that of cooperation and 
self-help. The gospel of “hanging together 
or hanging separately” gave the United 
States its birth. The individualistic col- 


onies prevented disaster by merging thir- 
teen commonwealths into one mighty 
nation. 

In short, cooperation in agriculture, and 
the philosophy that has made mutual in- 
surance grow and develop is becoming a 
new foundation for prosperity and happi- 
ness. It is not necessary to destroy am- 
bition, or to curtail opportunity, but it is 
necessary. that ambition and opportunity 
be merged through mutual, cooperative, 
and self-help endeavors in order that the 
individual may live and his interests be 
protected. The cooperative ideal is more 
essentially American than corporate prac- 
tice. In cooperation, the individual has a 
direct part in controlling all the policies 
of his insurance machinery or his market- 
ing agencies. He feels his personal oppor- 
tunity and his personal responsibility. 
Instead of looking upon cooperation or 
mutual endeavors as enemies of business 
America, they must be recognized as the 
new and sure foundation, building for con- 
tentment, happiness, and prosperity. 

Proof that the farmer still has faith in 
the self-help method of solving his prob- 
lems is found in the fact that more new 
Granges were organized in the first eight 
months of this year than in any like period 
since 1900. Already more new Granges 
have been organized in September than 
any single month in the last thirty-two 
years. The farmer is discouraged, but he 
has not lost hope. By reducing his tax 
costs, and by shortening the spread be- 
tween producer and consumer, the farmer 
is preparing his own relief program. 
Through organization, cooperation, better 
marketing methods, and equality in legis- 
lation, the farmer can lift commodity 
values. When this is done, prosperity will 
not be around the corner — it will be at 
hand. 


Sa 


Motor Deaths MOTOR Vehicle 
Lower in Commissioner, Har- 


New Jersey old G. Hoffman of 
New Jersey, _re- 


ports that auto fatalities for the first 
eleven months of the year show a 
decrease of about 10% in the state, 
with 1,042 pedestrians killed, which 
is 114 less than for the same period 
of last year. 
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OCEAN—INLAND—YACHT 


Transportation Insurance On A Mutual Basis 


This Company is the largest in the United States writing exclusively Ocean Marine, 
Yacht, Inland Marine and Transportation Insurance on a Mutual Cash Participating 
plan. The profits revert to the assured. Policies are non-assessable; no policyholder 


being liable to the Company except for the payment of the premium. Its policy offers 
safe and economical protection. 


Latest Dividend 15% 


LOSSES PAID IN EXCESS OF $185,000,000 
DIVIDENDS OF PROFIT TO POLICYHOLDERS OVER $115,000,000 


Inquiries Invited Direct or Through Agents or Brokers 


Atlantic Mutual 


Insurance Company 
(Chartered 1842) 
HOME OFFICE: ATLANTIC BLDG., 49-51 WALL ST., NEW YORK 
CHICAGO OFFICE: 175 WEST JACKSON BLVD., CHICAGO, ILL. 


BRANCH OFFICES: 
BOSTON CLEVELAND PHILADELPHIA 

















INVESTMENT 


} ped laymen realize the importance of the investment of funds in 
the operation of an insurance company. Not more than one 
prospective policyholder out of a thousand inquiries into this aspect 
of a company they are considering. 











The investment policy of an insurance corporation is perhaps 
Investment at : i ho. a : : : 
; the one most important link in its chain of protection to policy- 
Stevens Point holders. It is in addition an important source of revenue. 
As of December 31, 1932, the 


Hardware Mutual Casualty Mutual companies have made an outstanding record in the in- 
Company had over $3,500, vestment of funds. This has made itself particularly manifest in 
000.00 invested in bonds of the past two years, when security values have had the most marked 
the highest rating. Not one otal in hi d di oe halt § A 

dollar of principal or interest °2°!nKage In istory and disaster has leit few private or corporate 
was in default. investment structures untouched. 


HARDWARE MUTUAL CASUALTY COMPANY 


Home Office: Stevens Point, Wisconsin 
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Full 


steam 
ahead into 


1933 


@ All the drive and power that American business can ‘‘muster’’ 
will be used in 1933. New products will appear on American mar- 
kets, new faces in American business circles, and new thoughts 
in American minds. 





@ Progress has not stopped. The American mind has been busy 
and soon the wheels of business will revolve to carry out new 
ideas. Every factor will coordinate to bring American business 
back to ‘‘par.”’ 


@ The Federal Mutuals are keyed to step ahead with this new 
progress. The principle of mutuality has never been better illus- 
trated than in the past few years. The Federal Hardware and 
Implement Mutuals always stand ready to protect selected Amer- 
ican property owners safely and economically. 







Federal Hardware & Implement Mutuals 


Retail Hardware Mutual Fire Ins. Co. Hardware Dealers Mutual Fire Ins. Co. 
Minneapolis, Minn. Stevens Point, Wis. 


Minnesota Implement Mutual Fire Ins. Co. 
Owatonna, Minn. 











5.5% INCREASE IN PREMIUM INCOME 
MADE BY THIS LEADING 
MUTUAL COMPANY IN 1932 
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HE Lumbermens Mutual Casualty Company of Chicago is 
gratified to announce that in 1932 the Company’s net 
premium income increased 55% over 1931 to a total of 


$15,098,377.73. 


The remarkable growth of thé“L-M-C” during the twenty years 
of its operation to a position of leadership testifies to the gen- 
eral accepance of “L-M-C” coverage among careful insurance 
buyers—sound protection backed by conservative investment 


and underwriting policies an@ nationwide service facilities. 


This Company—owned by those it serves—had the largest 
earnings and paid the lafgést dividends (over $2,500,000) to 
policyholders in 1932 of any year in its history. Since organ- 
ization over $60,000,000 has been paid for losses and returned 


to policyholders in dividend savings. 


LUMBERMENS MUTUAL CASUALTY COMPANY 


JAMES S. KEMPER, President 


Mutual Insurance Building, Chicago, U. S. A. 
AUTOMOBILE, COMPENSATION AND GENERAL CASUALTY INSURANCE 
UNDER DIVIDEND-PAYING POLICIES 
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Associate Company under “L-M-C” Management 


AMERICAN MOTORISTS INSURANCE COMPANY 











